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Introduction 

The State Tax Conference was held at the university under the 
auspices of the extension division. May 27, 28, and 29, 1914. The 
conference had a three- fold purpose: First, to bring about a better 
understanding of the character of our present system of taxation; 
second, to consider in what direction changes are practicable and 
desirable; and, third, how these changes can be put into effect. 

The conference was called as a result of a suggestion made by 
Mr. Albert E. Parish, assessor of King County, to President Landes 
of the university. Mr. Parish believed that the time was ripe for 
such a conference and that it could best be managed by the university 
so that it might be kept entirely outside of political or interested 
consideration and have a purely educational character. 

President Landes submitted the proposal to the director of the 
university extension division, who undertook to arrange the confer- 
ence on behalf of the university. A committee was appointed as 
follows: Edwin A. Start, chairman; Leo Jones, secretary; J. Allen 
Smith, John T. Condon, Vanderveer Custis, Herman G. A. Brauer, 
and Abraham Berglund. To Professor Custis, representing the de- 
partment of economics of the university, was assigned the making up 
of the program. The executive and clerical work was handled in 
the extension division offices. 

In the weeks preceding the conference Director Start and Pro- 
fessor Custis presented the plans to several business and civic bodies. 
Invitations to participate were sent to the cities of the state through 
their mayors, to county commissioners, treasurers, and assessors, to 
all commercial clubs and chambers of commerce, to the heads of the 
grange and farmers' union and to numerous commercial and trade 
organizations. As far as possible all of these correspondents were 
kept informed of the progress of arrangements. At the outset these 
correspondents were asked to make suggestions as to topics and speak- 
ers. A few of them gave some assistance in these regards. It was 
the desire of the university that the representation at the conference 
should be as broad as possible so that all those in the state who had 
given intelligent thought to constructive taxation policies might pre- 
sent their views and take whatever part they desired in the discussion 
of the problems presented. 
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4 TAXATION IN WASHINGTON 

The committee invited to the conference to aid in its deliberation, 
several of the ablest tax experts of the country. Three of them 
accepted and their presence and counsel contributed largely to the 
success and value of the meetings. They were: Charles J. Bullock, 
professor of economics, Harvard University, and tax expert of the 
taxation committee of the Boston Chamber of Commerce; Thomas S. 
Adams, professor of economics, University of Wisconsin, and member 
of the Wisconsin Tax Commission; Carl C. Plehn, professor of pub- 
lic finance. University of California, and expert of the California 
Board of Equalization. 

The sessions of the conference were open to the public. A con- 
siderable number were present as appointed representatives of cities 
or organizations. The attendance reached two hundred and fifty at 
the first two evening sessions and ranged from that number down to 
about fifty at the closing session, Friday evening. The program was 
made as comprehensive as time limits would allow and as much time 
as possible was allowed for open discussion. It was designed to bring 
out the general principles of taxation as they have been discovered by 
experience and study of economic theories and to open for discussion 
the, specific problems presented by the conditions of the State of 
Washington. 

Governor Lister, who took a deep interest in the purpose of the 
conference, had planned to be present and to preside over its de- 
liberations, but urgent state business prevented his presence. A tele- 
gram was received from him during the sitting of the conference, in 
which he expressed his regret at his inability to attend, his belief in 
the usefulness of the conference and his hope that it would result in 
great good to the state. 

REVIEW OF THE PROGRAM 

The opening session, Wednesday morning, May 27, was held 
in Meany Hall. The meeting was called to order by Director Edwin 
A. Start of the extension division, who briefly explained the purpose 
of the conference. An address of welcome was delivered by Presi- 
dent Henry Landes of the university and responded to by Mayor 
Hiram C. Gill of Seattle. The general problems before the confer- 
ence were then presented in two papers, the first on "Scientific and 
Unscientific Taxation" by Vanderveer Custis, assistant professor of 
economics. University of Washington, and the second on "Difliculties 
in the Administration of the General Property Tax" by Albert E. 
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Parish, assessor of King County. The final paper of this session was 
on "Taxation and the Farmer," by J. W. Brislawn of the State Tax 
Commission. 

Governor Lister had been expected to speak at this session and 
to preside over the conference, but he was prevented from attending 
by urgent state business, and President Landes presided at the morn- 
ing and afternoon sessions of Wednesday. 

The afternoon session in Bagley Hall took up the taxation of 
two of our natural resources — forests and fisheries. The leading 
paper dealing with the first of these was presented by Frank G. 
Miller of Wenatchee, former dean of the College of Forestry of the 
university. The discussion was participated in by Burt P. Kirkland 
associate professor of forestry in the university; E. T. Allen, execu- 
tive secretary of the Western Forestry and Conservation Association; 
Professor T. S. Adams; Miss Mary O'Meara, financial secretary of 
the Washington Single Tax League; Charles H. Shields, and others. 

The paper on "Taxation of Fisheries" by W. H. Kaufman of 
Bellingham took ground in favor of the proposed initiative measure 
to impose a royalty on the fish catch. As the fisheries interests failed 
to be represented at the conference, for reasons explained by Pro- 
fessor Custis, there was practically no discussion of this paper. 

There was an attendance of over two hundred at the Wednesday 
evening session, presided over by Professor Custis. Professor Thomas 
S. Adams of Wisconsin gave an address on "Essential Conditions of 
Tax Reform"; and Professor Carl C. Plehn of California on "An 
Ideal System of Taxation." These two papers presented ably and 
with authority the general question in its various aspects. 

The fourth session, Thursday morning, was held in the Good 
Roads Building, Dean John T. Condon of the law school presiding. 
T. E. Skaggs of the State Tax Commission gave a paper on "The 
State's Natural Resources as a Factor in the Reduction of Taxes," 
which elicited a lively general discussion, participated in by Dr. 
Herman Brauer of the bureau of municipal and legislative research, 
W. H. Kaufman, Isaac Cooper, Professor Vanderveer Custis, Charles 
H. Shields, Professor T. S. Adams, Albert E. Parish, Director Ed- 
win A. Start and E. T. Allen. This was followed by a paper on 
"Taxation of Business Corporations" by Abraham Berglund, assist- 
ant professor of economics. University of Washington. In the dis- 
cussion of this topic Professor Plehn of California, Professor Bul- 
lock of Massachusetts, and Professor Adams of Wisconsin gave in 
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some detail the experiences of their states in taxing business cor- 
porations. 

The fifth session in Bagley Hall, Dean J. Allen Smith presiding, 
had before it for consideration taxation of public service companies. 
There were three papers: "Taxation of Public Service Companies" 
by H. M. Stephens, corporation counsel of Spokane; "Taxation of 
Railways" by C. P. Bissett of Seattle, an attorney of the Oregon- 
Washington Railway; and "Taxation of Municipal Public Service 
Companies" by Norwood W. Brockett of Seattle, an attorney of the 
Stone and Webster interests. There was a lively discussion following 
these papers, in which Charles A. Murray, assistant tax commission- 
er of the Northern Pacific Railway; J. E. Frost, former state tax 
commissioner; Charles H. Shields, Professor T. S. Adams, and the 
gentlemen who gave the papers took part. 

At the sixth session in Bagley Hall, Thursday evening. Director 
Start presided. There was an attendance of over two hundred and 
fifty persons. Professor Charles J. Bullock of Harvard University 
spoke on "Practicable Reforms in State and Local Taxation." This 
was followed by an address by J. E. Frost of Seattle, a former state 
tax commissioner, on "The Separation of the Sources of State and 
Local Taxation." 

The seventh session, Friday morning, in the Good Roads Build- 
ing, was presided over by Dean John T. Condon. The session was 
devoted to the single tax and related subjects. There were three 
papers: "The Vancouver System" by L. D. Taylor, former mayor of 
Vancouver, B. C; "The Single Tax," by Oliver T. Erickson of the 
Seattle city council; and "The Tax on the Increase in Land Values," 
by Dr. George M. Janes, instructor in economics. University of 
Washington. The discussion was opened by Thorwald Siegfried of 
Seattle, who was followed by E. T. Allen of Portland, Oregon; A. F. 
Faussett of Everett; Charles H. Shields of Seattle; Robert E. Smith 
of Roseburg, Oregon; Will Atkinson of Seattle. The debate was 
closed by Mr. Erickson. 

The eighth session, Friday afternoon in Bagley Hall, was pre- 
sided over by Director Edwin A. Start of the extension division. The 
first paper was on "The Taxation of Mineral Lands" by Joseph Dan- 
iels, assistant professor of mining engineering and metallurgy. Uni- 
versity of Washington. It was discussed by Dean Milnor Roberts of 
the College of Mines, University of Washington, and by Charles H. 
Shields. 
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This was followed by a paper on a subject closely related to tax- 
ationj "A Budget System for the State of Washington," by L. M. 
Livengood, a delegate from the Spokane Chamber of Commerce. In 
connection with this paper the question of resolutions by the confer- 
ence was raised and the decision of the committee against such action 
was stated and generally approved. ( 

Mrs. Frances C. Axtell of Bellingham, a member of the state 
legislature, asked whether it were possible for the conference to 
make a recommendation to the next legislature for a budget system, 
along with a constitutional amendment. 

The chairman stated that the committee had considered the pos- 
sibility of formal endorsement by the conference of a definite pro- 
gram and had decided that it would weaken rather than strengthen 
the influence of the conference, which was not organized as a rep- 
resentative assembly, was open to the general public, and might 
therefore pass at any session resolutions desired by a group that 
might be in a majority at that session. It was thought wiser to let 
the discussions of the conference stand on their own merits, backed by 
the influence of the speakers; and to that end the discussions would 
be published and made accessible to public officers, state legislators 
and the people of the state generally. 

Dr. Joseph F. Barton of North Yakima, agreeing with the com- 
mittee as to the wisdom of this decision, and endorsing the work of 
the conference, expressed the hope that there might be organized as 
an outcome of the conference a tax reform association made up of 
representatives of all the institutions of learning in the state, of all 
commercial organizations, county commissioners, auditors, and asses- 
sors, and others. 

In closing this discussion. Professor Custis stated his position as 
follows : 

"This is a conference and not a convention, and for that reason 
anything in the way of formal resolutions would hardly be in order. 
In the second place, it is called by a university; and the great func- 
tion of a university is education, not attempting to put sentiments 
back of anything in particular. That is another reason why it seems 
to me that it would be hardly proper to have resolutions. As to the 
future, I have been somewhat hoping that our experience would be 
such that it might become a part of the university's work to hold 
conferences, not conventions, on a number of subjects of public in- 
terest, and for that reason I should rather, I think, prefer not to have 
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any formal association. That is simply an expression of my personal 
opinion in the matter." 

The ninth and closing session was held Friday evening in Bag- 
ley Hall, Director Start presiding. The first subject considered was 
the work of the State Tax Commission, presented by C. R. Jackson 
of Tacoma, president of the board. Mr. Jackson's paper was a plain 
statement of the duties and work of the board — a board which every 
expert at the conference agreed was one of the essentials of good 
tax administration. 

Throughout the conference program the necessity was recognized 
of a constitutional amendment giving wider latitude to the legislature 
in imposing taxes, and the interest of those who had given closest 
attention to the conference centered about this subject, which was 
scheduled as the closing number. A paper was given by Charles H. 
Shields, opening the question. Mr. Shields offered an amendment 
which he believed would meet the requirements. In the discussion 
that followed there developed a considerable difference of opinion 
as to the form and scope of the amendment. F. C. Kapp, chairman 
of the taxation committee of the Municipal League of Seattle, advo- 
cated the amendment already made public by his committee. Pro- 
fessor Custis offered an amendment which had been prepared by a 
group of those present at the conference. The subject was further 
discussed by Dean Condon, ex-Mayor George F. Cotterill of Seattle, 
Dr. H. A. Brauer, A. E. Parish, Professor T. S. Adams, and Pro- 
fessor Charles J. Bullock. The conference then adjourned. 

In the following pages the chronological order of the program 
is departed from, in order to group related subjects. Space has been 
saved by the omission of remarks of merely formal or temporary in- 
terest, the publication being intended not as a journal, but as a 
suggestive discussion of taxation. The foregoing account will put 
the narrative record in its proper relation. 



Preface 

BY THE PROGRAM COMMITTEE 



The rapid increase of public expenditures has made the burden 
of taxation a heavy one, and the growing complexity of economic con- 
ditions has made difficult the problem of its just distribution. While 
the importance of economy in expenditure warrants serious public 
consideration of the means by which it can be attained, the difficulties 
in the way of an improvement in our system of taxation are such 
as to justify a conference in which attention is devoted exclusively 
to the latter subject. As regards expenditure for public purposes, 
the legislature has a fairly free hand; but the methods of taxation are 
largely prescribed by the state constitution. If these methods were 
good there would be little cause for complaint, but it can hardly be 
too strongly emphasized that the general property tax, prescribed by 
the constitution, is defective in theory and incapable of being fairly 
applied in practice; and is condemned with substantial unanimity by 
academic authorities and practical administrators. 

Taxation is too large a subject to be fuUy covered in a three 
days' conference. In the selection of topics and speakers the chief 
consideration was given to those phases of the subject to which a spe- 
cial interest might be expected to attach if the constitution were 
amended. Subject to this limitation, the effort was made to have 
every important interest in the state represented. It is a matter of 
great regret that as far as the fishing industry is concerned this ef- 
fort was not successful. It was understood by those in charge of 
the conference that a speaker would be appointed by the fishing 
interests to represent them. Unfortunately this was not done and, 
as a result, no satisfactory discussion of the subject was possible. 

In view of the interest that has been expressed in the "single 
tax" it seemed right that some place should be made for it on the 
program; and one session was devoted to the taxation of land values. 
It must be remembered that the term "single tax" is sometimes used 
today in a sense rather different from that in which it was used 
by Henry George. To the author of Progress and Poverty the great 
cause of most of the economic evils of society was to be found in the 
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private receipt of economic rent; and the remedy was a tax that 
would take for society all income of this sort. It was not primarily 
a fiscal matter, but a fundamental social reform. While there are 
some who hold this view today, the "single tax" means to many sim- 
ply a system under which the taxation of personal property, espe- 
cially improvements on land, would be reduced or abolished, and the 
loss in revenue made up by an increase in the taxation of land. To 
them the "single tax" is almost altogether a fiscal matter, and a 
considerable proportion of them would object to any heavier taxation 
of land than is necessary. To others land speculation seems to be 
a great evil, for which taxation would be a proper remedy. Many of 
these would doubtless be satisfied with some form of increment tax- 
ation along the lines followed in England and in Germany. Neither 
of these classes would necessarily confine taxation to economic rent. 
In making up the program consideration was given to each of these 
views of the "single tax." 

To those in charge of the conference it seemed undesirable that 
any attempt should be made, by the adoption of formal resolutions, 
to influence legislation or public opinion. It was felt that the uni- 
versity would be rendering a greater service to the state if it con- 
fined attention to the throwing of as much light as possible on our 
tax system and the ways in which improvement can be made. It is 
with the hope that something has been accomplished in this direction 
that this volume is now presented to the people. 

PROGRAM COMMITTEE, 

Vandervekr Custis, Chairman 
John T. Condon, 
Abraham Berglund. 



I. Opening Addresses 



Address of Welcome 

PRESIDENT HENRY LANDES, UNIVERSITY OF WASHINGTON 



I regard it as an honor to preside at the initial meeting of this 
tax conference^ although it is a matter of personal regret to me, and 
I know it is to you, that Governor Lister could not be present today. 
His reasons are excellent for his non-appearance, and we are confi- 
dent that he will be here on Friday. The subject of increasing taxes 
is one that is becoming more and more acute. In most counties in 
Washington during the past year the increase for each individual 
property holder has ranged from 25 to 50 per cent. This rapid 
rise, unaccompanied by marked increases in valuation or any corre- 
spondingly upward tendencies in wages, has caused every citizen 
to wonder what it all means, and where it will stop. To the ordinary 
taxpayer, who is in no wise an expert in the matter, two questions at 
least will unquestionably arise in his mind. First, what is the ne- 
cessity for the larger and larger amount of money raised annually; 
and second, is the present scheme of taxation equitable and fair to all 
persons and all interests ? The answer to the first question is not far to 
seek. Each succeeding year brings us a higher type of living as far 
as comforts and conveniences are concerned. We build better houses, 
and those demand better walks and streets, and naturally follow parks 
and boulevards, sewerage and sanitation, police protection and a host 
of other things. We annually spend more and more money for the 
public good, for education in all its phases, for commissions of every 
variety. Out of all these things it is perfectly natural that there 
should follow a greater cost of government, city, county, state and 
national. I assume that it is the purpose of this conference to seek 
answers to the second question just asked, the method of taxation; 
is the present method the best; does it assess uniformly and log- 
ically all classes of property; does it affect man and man justly and 
equitably; is it the best scheme yet devised; what state or country 
can offer or suggest to us a more desirable plan.? 

The whole matter of taxation is one of the most serious and fun- 
damental problems of government, and intelligent and profitable dis- 
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12 TAXATION IN WASHINGTON 

cussion of the subject requires men of learning, wide reading, and 
abundant observation and experience. The solution of the question 
requires men of vision and courage, and those who possess the true 
qualities of statesmanship. 

The logical place for a thorough discussion of taxation in all 
its bearings and phases is at a state university such as this. Under 
such auspices and upon a forum unbiased and unprejudiced it is ex- 
pected that progress should and will be made towards the solution of 
a vexatious problem. While the diverse views of many able men will 
be presented, and harmony of thought and action may appear to be 
well nigh impossible, yet it will be regrettable if out of it all there 
does not spring some tangible suggestion or resolution which may 
appeal to our citizens as worthy of enactment into law. It is an 
ambition of the university to assume a leadership in all those great 
lines of thought and action which concern our citizenship. The sub- 
ject of taxation is one which challenges our clearest thinkers, and it is 
one which we are very glad to consider with you at this time. It is my 
very great pleasure to welcome you to the university for this confer- 
ence. To you who are citizens of Washington it is a welcome to 
what is already your own, and we insist that you should assert your 
property rights to the full throughout this conference. To you who 
come from without the state our welcome is no less cordial, and we 
hope that you also will feel entirely at home during the days you 
are here. It is our hope that the program may be carried out with 
fidelity as well as expedition, and that your discussions, serious and 
high-minded as they must be at all times, will be of lasting value te 
you personally and will redound to the good of this entire common- 
wealth. The first response was to have been made by Governor 
Lister. I have great pleasure in presenting to you for the second 
response Mayor Gill, the executive of the largest city of the State of 
Washington. 



Response 

MAYOR H. C. GILLj SEATTLE 



It is a pleasure to be able to take any part, however small, in 
this movement headed by this Tiniversity, which may lead to the rec- 
tification of our taxation system. This institution has done and can 
do great good. No state in the union today suffers so much from 
taxation as does this city. The day will come when out of this 
meeting will grow other meetings and this university will take up 
another branch of taxation which is so interwoven with this that 
they must come together. We are not suffering today relatively, in 
my opinion, so much from a defective method of taxation, or indeed 
legislation, as we are from the extravagance of oflScials, which has 
come about by the revolution in government which has slowly taken 
place since the inauguration of the direct primary in politics. I am 
not speaking of the partisan part of it one way or the other. The 
party government has gone. There is no more any fixed responsi- 
bility of any official. Every man is a government of himself, and 
this has brought about a reign of extravagance both in city and state 
government. It is true that taxation methods need reform, and it 
can be studied out and brought about. So to you from out of town 
I will say that today the sky is weeping, and will weep tomorrow and 
every day that you are here, and everything weeps when we talk 
taxes in King County any more. They have good reason to. Every 
day when we have nothing else to do we hold a single tax charter 
election. If we do not elect at that we hold another election. Not 
only in the city, but all through the state, where our expenditures 
have increased so vastly that taxes go up, the first instinct is to lay 
it to the man who assesses the taxes. Our taxes have been assessed 
as wisely here in the past few years as probably in any municipality 
that ever assessed a tax. It is not the assessor's fault. It is prob- 
ably not altogether the law's fault. Years and years ago the effort 
was to assess a man according to the number of chimneys or windows 
he had in his house. There was some justice in it, and they could 
locate the tax. Today a man may be a millionaire, and his wife go 
around clasped with diamonds, and some poor woman out here 
with a visible hen is taxed with more personal property than the 
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millionaire; and that is wrong. Some way can probably be devised 
to get away from that. These are matters for you to study, and 
these are matters for this great institution to follow, but I suggest 
that in your deliberations once in awhile you stop to think a little 
of a system which makes extravagance the cause of high tax rates a 
good deal more than does the system of taxation. As I say, it is 
a great pleasure to me to welcome you and to welcome the interest 
the university is taking in this matter. Nobody needs it more than 
this city, and I certainly hope on behalf of the city that from your 
deliberations may come some good results, and I know they wHI. I 
thank you. 



II. Elements of the Problem 



Scientific and Unscientific Taxation 

VANDERVEER C0STIS, ASSISTANT PROFESSOR OP ECONOMICS IN THE 
UNIVERSITY OP WASHINGTON 



Washington, like many of the other states, is firmly bound by its 
constitution to the general property tax. All property not specifically 
exempt is supposed to be taxed at a uniform rate, without regard to 
kind or circumstances. The exemptions consist chiefly of government, 
property and of that which is used for a public or semi-public pur- 
pose, such as the property of religious, educational, and charitable 
institutions, and of three hundred dollars worth of personal property 
to each head of a household. By a law passed in 1907 credits are 
not regarded as property for the purpose of taxation. This implies 
the exemption, among other things, of stocks, bonds, mortgages, and 
similar forms of investment. It is an exemption of great importance, 
not only because of the amount of property involved, but because it 
is in the attempt to tax credits that some of the worst abuses of the 
general property tax are to be found. 

When the general property tax was first utilized in this country 
economic conditions were relatively simple; the expenses of govern- 
ment were small; property consisted almost entirely of land and of 
goods locally owned and of a sort easily found and easily assessed; 
the distribution of wealth and of income was much more nearly equal 
than it is today. Under such circumstances the general property 
tax was a natural and, upon the whole, a simple one. Today the 
conditions are widely different; but the system of taxation is funda- 
mentally the same. Every other civilized country in which it has 
been tried, save Switzerland, has long since abandoned it as an 
important part of the tax system. In state after state commissions 
have been appointed to examine the system, and have come to very 
much the same conclusions as have those who have studied it from 
an academic point of view. With an approach to unanimity that is 
rarely attained in such important matters of governmental policy, 
academic investigators, tax commissioners, and others charged with 
the administration of the system, have condemned the general prop- 
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erty tax as unjust and, as far as administration in accordance with 
the intent of the law is concerned, impracticable. 

It is clear that if there is to be any material modification of the 
general property tax the constitution must first be amended. At 
every session of the legislature since the state board of tax commis- 
sioners was organized the attempt has been made to secure the sub- 
mission to the people of an amendment that would give the legislature 
a large measure of discretion. In 1908 such an amendment was 
submitted and was defeated at the polls. Its defeat was due, in a 
large measure at least, to the fact that the need and purpose of the 
proposed amendment were not understood; to the fear that in the 
absence of constitutional restrictions there would be serious danger 
of unfair regulations and radical experiments; to the belief that 
present exemptions would be destroyed; and to the apprehension of 
some influential persons that they would be more heavily taxed. 

While I hold that there should be some constitutional safeguards, 
I am inclined to think that they had best be confined to a simple 
statement of fundamental principles and to provisions that would 
prevent any irrevocable act of legislation such as a grant of exemp- 
tion in a corporation charter. Some sort of provision for the preven- 
tion of injustice as between different classes of persons is doubtless 
desirable; but it is hard to see what form a satisfactory provision of 
this sort could take. Presumably the uniform rule was embodied in 
the constitution to prevent inequality; but it has had the reverse 
effect. After all, it must be remembered that the demand for radical 
reforms is greatly strengthened by the evils of the existing system. 
Sooner or later there must be a change. To build up a dam of con- 
stitutional restraints is to take a grave risk that the demand for 
reform will eventually, like a destructive flood, sweep all before it. 

Leaving to other speakers the fuller discussion of the need of 
constitutional amendment and the form it should take, I wish to ask 
you to consider with me two main points having to do with funda- 
mental principles; first, the object of taxation; and, second, the 
basis upon which the burdens of taxation should be distributed among 
the people. 

Most of you wiU probably concede that the main object is the 
simple financial one of securing needed revenue. Taxation is used, 
however, both by the federal government and by the states, for the 
regulation of industry. The protective tariff and the license taxes 
imposed on the liquor business are examples. There is, moreover, an 
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Idea, too widespread to be ignored, that one of the most important 
objects is to secure a more just distribution of wealth. 

Now, it should be noticed that when taxation is imposed as a 
means of regulation two distinct things — the raising of revenue and 
the regulation of industry — are generally confused. "No man can 
serve two masters" j and our experience seems to support the idea 
that a tax cannot at the same time satisfactorily regulate industry 
and provide a considerable amount of revenue. The protective tariff 
is, indeed, productive; but the income which the government re- 
ceives in this way is very unstable, iluctuating in a manner that can- 
not be calculated in advance. The revenue has at times been small 
when the need was great, and at other times has resulted in a sur- 
plus that led to gross extravagance. The fault is not due solely to the 
protective feature; but there is no doubt that the evil is greatly ag- 
gravated thereby. In particular, the protective feature makes adjust- 
ment for financial reasons very difficult; and financial considerations 
sometimes stand in the way of reform from the point of view of 
protection. 

Difficulties of a somewhat similar sort are to be observed in the 
case of liquor licenses. The fact that these taxes yield a large rev- 
enue furnishes a strong motive for the encouragement of the business 
they are intended to restrain. In some instances it has been frankly 
urged as a reason for granting licenses. The city of Everett, just 
north of us, a few years ago went "dry." The effect on the city's in- 
come was so serious that resort was had to a popular subscription 
as a means of defraying municipal expenses; and Everett is now 
"wet." It may be that a "wet" policy is better than a "dry" policy. 
On that question I am not now passing judgment; but surely it would 
be better if the question could be considered on its own merits. 

Sometimes there is found what is, for constitutional reasons 
called a tax, but is reaUy intended solely for regulation. Such, for 
example, is the federal tax of ten per cent on the notes of state banks. 
This is provided for a single purpose; and that is not the raising of 
revenue, but the placing of a penalty on the issue of such notes. It 
yields no revenue, and is intended to yield none. 

It would doubtless be going too far to say that no tax should 
ever be imposed for the double purpose of revenue and regulation; 
but certainly such a double purpose is to be regarded as, prima facie, 
a ground for condemnation. Ordinarily taxes of this sort are ob- 
jectionable, not only on the ground that I have already suggested. 



18 TAXATION IN WASHINGTON 

but because regulation that is open and above board is to be preferred 
to regulation that is imposed under the pretense of accomplishing 
something else. 

The evils that may be expected to flow from a double purpose 
are less obvious and perhaps of less importance in the case of taxes 
designed to alter the distribution of wealth. There are, however, 
other evils that are likely to prove more serious than those that we 
have considered. That the present distribution of wealth is grossly 
unequal, and that there is much suffering in consequence, is unhap- 
pily true. The remedy, however, is not, in my opinion, to be found 
in taxation. To tax the rich for the enjoyment of the poor is to treat 
the symptoms, not the disease — to hit at results, not at causes. Doubt- 
less by a wise expenditure of wealth the government may do much 
to remove the causes of the present inequalities. The regulation of 
industry and the provision of educational facilities, vocational as 
well as cultural, are examples of what can be done; but from a finan- 
cial point of view these are problems of expenditure. To be sure, 
expenditure implies taxation; but it is none the less true that the 
great purpose of taxation should be to raise the necessary revenue 
as equitably as possible. 

It may, however, be urged that taxation can at least be used as 
a palliative, pending the application of real remedies and the accom- 
plishment of their purpose. It is not impossible that there may be 
a limited justification for this view. It should be remembered, how- 
ever, that such taxation is very like an opiate, having in some cases 
a limited usefulness, but unless very carefully and intelligently ap- 
plied, diverting attention from the real causes of the trouble, weak- 
ening the incentive for the discovery and application of a remedy, 
and tending to produce great permanent evils of its own. We live 
in an economic era; and one of the chief purposes for which society 
should utilize the forces of evolution is to encourage the production 
of wealth, the development of economic efficiency, and the discovery 
of better industrial methods. In so far as a tax designed to alter 
directly the distribution of wealth falls upon legitimate earnings 
its natural effect is to place a discount on the economic virtues and 
a premium on the lack of them. 

To some, however, it may seem that taxation is an eminently suit- 
able method of dealing with what have been called findings, or un- 
earned incomes of various sorts that cannot be characterized as 
stealings. That the arguments against such a use of taxation have 
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less weight than in most other cases may^ I think, be admitted; yet 
heavy taxation of incomes of this sort is by no means dependent 
for its justification on such a view of its purpose. Unearned incomes 
commonly place the recipient in a particularly good position to 
contribute to the public expenses at a relatively small sacrifice. This 
is ordinarily the case, for example, with large collateral inheritances. 
Heavy taxation may be imposed on them where the object is to raise 
revenue and the effect on the distribution of wealth is an incident 
not desired, though perhaps not regarded as objectionable. 

The mention of unearned incomes at once suggests the single 
tax. In so far as this is simply a term for the heavy taxation of 
incomes that are really unearned — and this is all that it does mean 
to many who call themselves single taxers — it may be justified, after 
making considerable allowance for certain considerations such as 
prescriptive rights, on the ground that I have suggested. I should be 
unwilling to admit, however, that land values are really unearned to 
the extent commonly supposed by many advocates of the single tax. 

There can be no doubt, however, that the system advocated by 
Henry George was designed to alter very radically the distribution 
of wealth. It should hardly be thought of, however, as a system of 
taxation; and the term "single tax" has been recognized by some of 
his followers as a misnomer. The whole idea underlying it is that 
land values are due to the growth of society; and that in taking these 
values society would only be taking what rightfully belongs to it. To 
Henry George, moreover, the private receipt of economic rent was 
not only a case of "findings" for the landlord, but the cause of the 
persistence of poverty and a barrier in the way of progress. 

If this view be correct the case for the single tax is certainly 
a very strong one; but it can hardly be regarded as an exception to 
the rule that taxation should not be used as a means of altering di- 
rectly the distribution of wealth. It has, indeed, the form of a tax, 
but it differs radically in purpose and character. From one point of 
view it means that society should live on its own and not demand taxes 
unless this should be insufiicient. From another point of view, it is 
a fundamental social reform, not an attempt to correct the unjust 
distribution of wealth by taxation. It may properly be given some 
consideration in a conference such as this because, if the premises of 
its advocates be admitted, it would make real taxation unnecessary, 
or at least relatively small in amount. 

If we are to think of taxation as the securing of revenue for the 
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state by compulsory contributions levied upon those subject to its 
jurisdiction; and not, save possibly in a few special cases, as a means 
of regulating industry or altering the distribution of wealth; the 
next question is as to the way in which the burden should be distrib- 
uted among the taxpayers. The theory most commonly accepted in 
this country is that the amount of taxes that a man shall be called 
upon to pay depends upon the benefit that he receives from the state. 
Obviously it is impracticable to measure benefit directly and in each 
individual case; and the theory upon which the general property 
tax is based is that, as a general proposition, benefit is to be measured 
by the amount of property held. Where there is some special benefit 
additional taxes of an appropriate sort can be levied. Of these what 
is sometimes called a privilege tax is a good example. 

Now if, as certain socialists contend, the government were con- 
trolled by property owners and conducted in their interest, it would 
be reasonable to take the amount of property owned as a measure of 
benefit, though even then the question might be raised as to how far 
all kinds of property represent the same degree of benefit. Most 
of us, however, do not accept the socialist theory. One of the great 
functions of government is doubtless the protection of property; but 
another is the protection of life and liberty, and unless we are to 
assume that the poor man, or the man who spends his income as fast 
as he receives it, does not need such protection or that he values 
life and liberty less highly than does the property owner, it would 
seem that a rather large poll tax would be a proper part of the sys- 
tem. Education, to mention only one other instance, is one of the 
most expensive functions that the state performs, and certainly the 
man with little or no property receives much of this benefit. Under 
the benefit theory there would be no doubt some taxation of property; 
but, upon the whole, such indications of particular benefit as we can 
get would seem to call for a system of taxation so highly regressive 
as to violate our sense of justice and to be impracticable. 

One of the chief faults of the benefit theory is to be found in 
the tacit assumption that the great function of the state is to confer 
benefits on particular individuals or groups. There are, indeed, some 
functions of which this is the object; and they may be treated ac- 
cordingly. For the most part, however, the benefits are common. 
Governments are instituted among men to secure the blessings of life, 
liberty, and the pursuit of happiness, because it is believed that a 
society in which these are secured is stronger and better than one 
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in which they are not, and that under such conditions there is a 
larger measure of individual happiness. We may not agree with the 
framers of the Declaration of Independence in their view of inalien- 
able rights; but we may, I think, agree that, in the present stage of 
civilization at any rate, the rights upon which they laid such stress 
are among the most important of those that enable a society to sur- 
vive in the evolutionary struggle and to prosper. A state university 
is supported, not for the benefit of the relatively few persons who 
are students there, but because such an institution is regarded as 
making the state stronger and a better place in which to live. "Social 
justice," "social welfare," and similar expressions are sometimes used 
as terms with which to conjure, very much as the term "natural 
rights" formerly was. Often they are used in argument in such a 
fashion as to beg the question at issue. Impatience with such use, 
however, should not cause us to forget that there are certain condi- 
tions and institutions, which may properly be called social, upon the 
maintenance of which the welfare of the individuals composing so- 
ciety and the prosperity — in some cases the life — of the state depend. 
A regressive system of taxation, such as would be required by the 
benefit theory would not only be unjust, but, by reason of its im- 
practicability, would make much of this common benefit impossible. 

Looking at the matter from the point of view of expense, we 
reach the same conclusion. The expense, like the benefit, is common; 
or, to use the language of theoretical economics, it is a joint expense. 
It is, for the most part, like the expense of a railroad for securing 
its right of way or repairing the damage due to storms. Such ex- 
penses cannot be attributed to particular elements of the traffic. As 
in the case of the railroad, so in the case of the state, most of the 
expenses can be attributed only in part to the benefits conferred 
on particular individuals; and probably this is more largely true 
in the case of the state than in the case of the railroad. 

The analogy between taxes and railroad rates has often been 
noticed. It is by no means a perfect analogy; and sometimes it has 
been pushed too far. As Professor F. W. Taussig pointed out a good 
many years ago, there are some substantial differences. These dif- 
ferences are not as great, it appears to me, as might be inferred by 
a casual reader of his article. The state and the railroad are both 
great undertakings, conferring great benefits at an expense that is 
largely joint, in the sense that it is impossible to establish a con- 
nection between the benefits to a particular class of individuals and 
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the expense involved. The state^ like the railroad, must consider the 
ability to pay of the different classes sharing in the benefit. 

It is when we come to consider the determination of ability that 
some of the chief differences between taxes and railroad rates ap- 
pear. The railroad bases its policy on the relative demand of the 
different kinds of traffic for transportation. It is neither practicable 
nor desirable for the state to make use of a similar method. The 
principle of distributing expenses according to ability seems to be 
sound; but, as most of us would look at it, ability is to be measured 
rather by what the individual can afford to pay than by what he 
can be made to pay. In short, we take the term "ability,'' not strictly, 
but with some regard to sacrifice. The best method available seems 
to be to treat the resources of the taxpayer as the chief consideration, 
taking some account of his necessary expenses. Under the Wis- 
consin income tax, for example, a certain exemption is allowed for 
every natural person, and an additional exemption for each de- 
pendent. The federal income tax allows an exemption of $3,000 
for each single person and an exemption of $4,000 for a married 
couple living together. 

The general property tax derives more justification from the 
ability theory than it does from the benefit theory; though even 
then it is far from satisfactory. As I hope will be brought out more 
fully by subsequent speakers, different kinds of property represent 
different degrees of taxpaying ability; and, except so far as taxes 
are shifted the man who spends his income freely and saves nothing 
is left completely out of account. 

There is one other thing to be learned from the experience of 
the railroads that I wish to mention. They have learned that there 
is nothing to be gained by fixing a rate so high that traffic of a 
given kind will not move, when at a lower rate it would contribute 
something to the general expenses. We should realize that the same 
principle applies to taxation. There are certain forms of property 
that cannot be made to pay a high tax. They will be concealed or 
will leave the jurisdiction of the authority that tries to tax them. 
The attempt has not only failed to secure any great amount of rev- 
enue, but has resulted in gross injustice to the few that are reached, 
and in evasion or downright perjury for a larger number, with all 
the evil effects on public morals and civic spirit that this implies. 
To have such a law upon the statute books is generally far worse than 
useless. To frankly give up the attempt is not necessarily to conn- 
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tenance injustice. Each individual should pay taxes according to 
his ability; but it does not follow that justice prescribes any par- 
ticular method. 

If we had to rely entirely on any one tax, the income tax, as- 
suming that it could be successfully collected, would probably be the 
best. It has, however, some defects of its own, even from the point 
of view of ability. No one tax is perfect; and a system composed 
of a variety of taxes minimizes the defects of each. It has the 
further advantage that the tax upon any one object is relatively small; 
and this is very important when assessment and collection are con- 
sidered. 

The work of this conference is to examine our tax system and 
to consider the possibility of improvement. The present system is 
admittedly unsatisfactory; and to find just where the trouble lies 
is one of the problems before us. I have left the specific faults and 
specific reforms to other speakers, and have tried to point out cer- 
tain principles upon which reform should proceed. It must be rec- 
ognized, first, that no considerable reform is possible without a con- 
stitutional amendment; and I hope that no speaker will feel that 
he must confine his suggestions to improvements that would be pos- 
sible under the present circumstances. The conference is called to 
consider the tax system as a means of raising revenue. Taxation is 
such a powerful instrument that there is a great temptation to use 
it for the attaining of other ends ; and I have endeavored to show that, 
as a general proposition, this is not a legitimate use, and is likely 
to do more harm than good. Finally I have considered the principles 
on which the burden should be distributed; and have given some 
reasons for my belief that ability is the most important consideration. 

How far does the existing system conform to these principles? 
In what way can it be made to conform to them better? 

DISCUSSION 

W. H. Kaufman of Bellingham: I wish to call attention to one 
thing which was not mentioned by the speaker, and which seems to 
me of very great importance; and that is whether taxes can be shifted 
or whether they cannot be shifted. Some taxes are paid ostensibly 
by one man and ultimately by another man, as, for instance, if we 
tax every sack of sugar or flour that is sold 25 cents on a dollar, the 
merchants pay it, but the consumer pays it in the end. I can see 
no sense at all in taxing stores. In fact, I challenge anybody to 
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the expense involved. The state, like the railroad, must consider the 
ability to pay of the different classes sharing in the benefit. 
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can be made to pay. In short, we take the term "ability," not strictly, 
but with some regard to sacrifice. The best method available seems 
to be to treat the resources of the taxpayer as the chief consideration, 
taking some account of his necessary expenses. Under the Wis- 
consin income tax, for example, a certain exemption is allowed for 
every natural person, and an additional exemption for each de- 
pendent. The federal income tax allows an exemption of $3,000 
for each single person and an exemption of $4,000 for a married 
couple living together. 

The general property tax derives more justification from the 
ability theory than it does from the benefit theory; though even 
then it is far from satisfactory. As I hope will be brought out more 
fully by subsequent speakers, different kinds of property represent 
different degrees of taxpaying ability; and, except so far as taxes 
are shifted the man who spends his income freely and saves nothing 
is left completely out of account. 

There is one other thing to be learned from the experience of 
the railroads that I wish to mention. They have learned that there 
is nothing to be gained by fixing a rate so high that traffic of a 
given kind will not move, when at a lower rate it would contribute 
something to the general expenses. We should realize that the same 
principle applies to taxation. There are certain forms of property 
that cannot be made to pay a high tax. They will be concealed or 
will leave the jurisdiction of the authority that tries to tax them. 
The attempt has not only failed to secure any great amount of rev- 
enue, but has resulted in gross injustice to the few that are reached, 
and in evasion or downright perjury for a larger number, with all 
the evil effects on public morals and civic spirit that this implies. 
To have such a law upon the statute books is generally far worse than 
useless. To frankly give up the attempt is not necessarily to coun- 
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tenance injustice. Each individual should pay taxes according to 
his ability; but it does not follow that justice prescribes any par- 
ticular method. 

If we had to rely entirely on any one tax, the income tax, as- 
suming that it could be successfully collected, would probably be the 
best. It has, however, some defects of its own, even from the point 
of view of ability. No one tax is perfect; and a system composed 
of a variety of taxes minimizes the defects of each. It has the 
further advantage that the tax upon any one object is relatively small; 
and this is very important when assessment and collection are con- 
sidered. 

The work of this conference is to examine our tax system and 
to consider the possibility of improvement. The present system is 
admittedly unsatisfactory; and to find just where the trouble lies 
is one of the problems before us. I have left the specific faults and 
specific reforms to other speakers, and have tried to point out cer- 
tain principles upon which reform should proceed. It must be rec- 
ognized, first, that no considerable reform is possible without a con- 
stitutional amendment; and I hope that no speaker will feel that 
he must confine his suggestions to improvements that would be pos- 
sible under the present circumstances. The conference is called to 
consider the tax system as a means of raising revenue. Taxation is 
such a powerful instrument that there is a great temptation to use 
it for the attaining of other ends ; and I have endeavored to show that, 
as a general proposition, this is not a legitimate use, and is likely 
to do more harm than good. Finally I have considered the principles 
on which the burden should be distributed; and have given some 
reasons for my belief that ability is the most important consideration. 

How far does the existing system conform to these principles ? 
In what way can it be made to conform to them better.'' 

DISCUSSION 

W. H. Kaufman of Bellingham: I wish to call attention to one 
thing which was not mentioned by the speaker, and which seems to 
me of very great importance; and that is whether taxes can be shifted 
or whether they cannot be shifted. Some taxes are paid ostensibly 
by one man and ultimately by another man, as, for instance, if we 
tax every sack of sugar or flour that is sold 25 cents on a dollar, the 
merchants pay it, but the consumer pays it in the end. I can see 
no sense at all in taxing stores. In fact, I challenge anybody to 
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point out where a store has been taxed in the State of Washington 
and the storekeeper pays the tax in the end. The storekeepers never 
do pay itj and any storekeeper will tell you that he does not care 
how much he is taxed if only his competitors are taxed the samcj 
because they put it all on the consumer. The same is true of a 
great many other kinds of taxation, and that seems to me one of the 
very most important considerations of this whole conference, whether 
the tax which we assess is paid by the men who ostensibly pay it, 
or shifted along to the wage-workers and farmers who make up the 
bulk of the population. There are three taxes which cannot be 
shifted: the tax on the population value of natural resources, the 
tax on incomes, and the tax on inheritances. We have, of course, 
many learned men here, our professors and experts from abroad, and 
if any of them can show me any other tax that is not shifted or 
paid ultimately by the farmer or wage-worker I should be very glad 
indeed — any other tax at all of any kind, any real tax that amounts 
to anything. You can tax stores, you can tax merchandise, you can 
tax a house. As Professor Custis said, a tax on houses is paid by 
the renter, not by the owner. It is absolutely foolish and unjust and 
criminal to tax houses — dwellings or offices just the same. Any tax 
at all, except on natural resources, on incomes or on inheritances, is 
barred out, because any other tax falls ultimately upon the wage- 
worker and the farmer, who constitute the bulk of ultimate consum- 
ers. 



Administration of the General Property Tax 

ALBERT E. PARISH, ASSESSOR OF KING COUNTY 



Those upon whom the duties devolved of arranging the program 
for this conference, by the assignment of the subject "Difficulties in 
the Administration of the General Property Tax" to a Washington 
county assessor, evidently recognized the fact that ministerial taxing 
officials in the performance of their daily duties have to deal with 
actual conditions rather than with the theories and principles of 
taxation, save as they become applicable to the statute law. 

Taxes, as defined by Judge Cooley, "are the enforced propor- 
tional contributions from persons and property levied by the state 
by virtue of its sovereignty for the support of government and for 
all public needs." The power of imposing and apportioning taxes 
in this state and throughout the United States has ever been a legis- 
lative power, the taxing authority of our legislatures over persons 
and property being unrestrained in the absence of federal or state 
constitutional inhibitions. 

The constitution of the State of Washington relating to taxation 
provides : 

Article 7, Section 1. "All property in the state not ex- 
empt under the laws of the United States or under this 
constitution shall be taxed in proportion to its value to be 
ascertained as provided by law." 

Article 7, Section 2. "The legislature shall provide by 
law a uniform and equal rate of assessment and taxation on 
all property in the state, according to its value in money, 
and shall prescribe such regulations by general law as shall 
secure a just valuation for taxation of all property, so that 
every person and corporation shall pay a tax in proportion 
to the value of his, her, or its property." 

These limitations of legislative power, incorporated in the con- 
stitution at the time of the state's admission to the union, are in sub- 
stantial accord and in the exact words, in some instances, of those 
in the constitutions of many of the older states, and impose upon the 
taxpayers of this state what is known as the general property tax, 
under which all property within the state, irrespective of its character 
and employment, not specifically exempted from taxation, is required 
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to be assessed upon the same basis of value in each taxing district, 
and taxes annually levied thereon at a uniform rate. 

Following the constitutional direction, the Washington statutes 
provide : 

"All real and personal property now existing, or that 
shall be hereafter created or brought into this state, shall 
be subject to assessment and taxation for the support of the 
state government, and for county, school, municipal, or such 
other purposes as shall be designated by law, upon equalized 
valuations thereof, fixed with reference thereto on the first 
day of March at 12 o'clock Meridian, in each and every year 
in which the same shall be limited, except such property as 
shall be expressly exempted therefrom by the provisions of 
law." (Rem. & Bal. Code, Section 9091.) 

"All real property in this state subject to taxation shall 
be listed and assessed under the provisions of this chapter in 
the year 1900 and biennially thereaftet in every even num- 
bered year, with reference to its value on the first day of 
March preceding the assessment. All personal property in 
this state subject to taxation shall be listed and assessed 
every year with reference to its value on the first day of 
March preceding the assessment ****** provided, 
that all real estate subject to taxation shall be listed by the 
assessor each year in the detailed and assessment list, and 
in each odd numbered year the valuation of each tract for tax- 
ation be the same as the valuation thereof as equalized by 
the county board of equalization in the preceding year." 
(Rem. & Bal. Code, Sec. 9101.) 

Former problems presented in the assessment of real estate in 
King County were largely solved in the year 1908, when the Seattle 
Real Estate Association, in cooperation with the then county assessor, 
my immediate predecessor in ofiice, furnished the City of Seattle 
tor taxation purposes, an accurate, equitable and scientific appraisal 
of its land values. The assessment then made established a structur- 
ally stable foundation for the subsequent biennial assessment required 
by law, so that it may now fairly be said that substantial difficulties 
no longer attend the assessment of Seattle realty. The principal 
changes since 1908 in the assessed value of city real estate have been 
necessitated by local conditions such as newly opened streets, re- 
grades, and similar causes ; values in the territory affected being sus- 
ceptible of rapid and comparatively easy readjustment. 

For several years a card index system has been maintained in 
the assessor's office in connection with the assessment of buildings. 
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containing full data as to the history, character, size, cost, construCT 
tion and condition of every building improvement in the city and 
county. 

Extraordinary changes in the value of any building, due to fire, 
wreckage, or other cause, is noted upon the card of the building af- 
fected, while the ordinary depreciation common to all buildings is 
credited thTough an age deterioration scale running from one and 
one-half per cent per year upon class A buildings to a maximum al- 
lowance of ten per cent per year upon the improvements of shortest 
life — salt water docks. 

The employment of this card index system has entirely elim- 
inated the necessity, except in very rare instances, of any other than 
the original appraisal of improvements. Its maintenance expense has 
been nominal, postings being made from day to day upon the reports 
of field deputies. While its installation as a permanent ofiice record 
would have been amply justified as a means for furnishing exact 
and immediate information when needed by taxpayers, the most grati- 
fying feature to all taxpayers is the fact that the system has already 
resulted in an administrative saving in the expense of field deputies 
largely in excess of its cost. 

* * * 

The real difficulties in the administration of the general prop- 
erty tax in this state, as elsewhere, arise from the assessment of 
personal property. 

No principle of taxation is more generally approved by political 
economists and others versed in governmental finances, than that laid 
down by Adam Smith more than a century ago in his "Wealth of 
Nations," as the first of four canons which should govern the impo- 
sition of taxes, to-wit: 

"The subjects of every state ought to contribute to 
the support of the government as nearly as possible in pro- 
portion to their respective ability; that is, in proportion to 
the revenue which they respectively enjoy under the protec- 
tion of the state." 

Equality and uniformity of taxation has been generally accepted 
by the taxpayers of this state as the fundamental principle of our 
state constitution and as the predominating economic feature of our 
revenue laws. Ample ground for the entertainment of this belief 
has been furnished by the most eminent authority in the state, the 
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supreme courtj through many of its decisions. In Savage vs. Pierce 
County (68. Wash. 623), this court said: 

"Uniformity is the highest and most important of all re- 
quirements applicable to taxation under our system." 
And in State ex rel Wolfe vs. Parmenter (50 Wash. 164), it 
declared : 

"It is just as imperative that taxation should be uni- 
form and equal upon all property as it is that all property 
should be taxed." 

The equality and uniformity actually accorded the Washington 
taxpayer, however, is a far cry from that equality of taxation de- 
fined by John Stuart Mill, in his valued work on political economy, in 
the following language: 

"Equality of taxation, therefore, as a maxim of politics, 
means equality of sacrifice. It means the apportioning of the 
contributions of each person towards the expense of govern- 
ment, so that he shall feel neither more nor less his inconveni- 
ence from his share of the pajTuent, than every other person 
experiences from his." 
How does our system of taxation work out in practice? Is the 

burden fairly apportioned? 

The method of the assessment of personal property in statutory 

phraseology is as follows: 

"The assessor shall call at the office, place of doing busi- 
ness, or residence of each person required by this chapter to 
list property, and list his name, and shall require each person 
to make a correct statement of his taxable property, in ac- 
cordance with the provisions of this chapter ; and every per- 
son so required shall enter a true and correct statement of 
such property in the form prescribed, which statement shall 
be signed and verified by the oath of the person listing the 
property, and shall deliver to the assessor, who shall here- 
upon assess the value of such property and enter the same in 
his books." (Rem. & Bal. Code, Sec. 91021/^.) 

The assessor, in his office to store, factory to sawmill, residence 
to ranch, quest of assessable personal property physically views but 
a smaU portion of that subject of taxation, and necessarily, in making 
the assessment, is compelled to rely largely upon the verity of the 
lists of property furnished by the assessed and to a great extent upon 
their representations of value. 

Mankind is much the same wherever his habitation. The tax- 
payers of the County of King and those of the State of Washington 
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are in general as public spirited and scrupulously honest in matters 
pertaining to taxation as in those of other walks of commercial life. 
A minority, however, here as in all other communities, seeks to evade 
its just share of the tax burden by the concealment from assessing 
officers of taxable personal property and the undervaluation of that 
assessed. I have endeavored to minimize the effect of this art of tax- 
dodging by assigning to the various classes of property to be assessed, 
deputies especially qualified by training and experience to locate; 
and place proper valuation upon all property discovered. 

The result of tax evasions by the dishonest is to penalize tax- 
payers who honestly list and value their property. Unfortunately, 
this penalty falls most heavily upon those least able to bear the 
shifted burden. The personal possessions of the poor are of a sim- 
ple nature, visible to the assessing officers, their value easily deter- 
mined and fully assessed, while those of the rich are often phantom- 
like in character, always difficult of appraisement and seldom fully 
assessed. 

While not particularly frequent, complaints from taxpayers are 
by no means uncommon of inequalities in the assessment of their 
property, as compared with that of their neighbors. These complaints 
are invariably deferred until after the taxes become payable, when 
correction is extremely difficult and often impossible. County boards 
of equalization were created for the express purpose of correcting in- 
equalities in assessments. They convene and remain in session for 
from three days to three weeks in August of each year when all as- 
sessments are matters of public record and may be reviewed in the 
assessor's office, and have power not only to decrease assessments in- 
trinsically or proportionately too high but to increase those too low 
after timely citations to the offending parties. They also have authority 
to place upon the tax-rolls all assessable property omitted from as- 
sessment, similar power being vested in county assessors subsequent 
to the adjournment of the county boards of equalization and prior 
to the delivery of the tax-rolls to the county treasurers who there- 
after have exclusive jurisdiction over the tax rolls with like power 
to add omitted property thereto. The duty of the taxpayer is not 
fully performed by the complete listing of his own personal property 
for purposes of taxation. He owes a duty not only to himself but 
to his fellow taxpayers to examine the tax rolls as compiled by the 
county assessor in reference to the assessment of his neighbor's prop- 
erty and that of others of whom he may have knowledge, and to 
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promptly report to the proper officers all errors in the valuation of 
assessed property and all omissions of taxable property from the as- 
sessment rolls. The fulfillment of the taxpayer's obligation in this 
respect, sadly neglected in the past, will be welcomed by all as- 
sessors and, if general, will have a most salutary effect upon those 
inclined to escape their just proportion of the tax burden. 

Inequality of taxation, however, arising through errors in the as- 
sessment of taxable property or the failure to assess property properly 
assessable is, in the opinion of the writer, infinitesimal in compari- 
son with those occasioned by the non-assessment of property and per- 
sons rendered immune from taxation by the exemption statutes of this 
state. 

Briefly stated, Washington exempts from taxation all property 
of the federal and state governments, school districts, county and 
municipal corporations, cemeteries, churches, young men's Christian 
associations, young women's Christian associations, public libraries, 
orphanages, orphan asylums, institutions for the reformation of fallen 
women, homes for the aged and infirm, hospitals, fruit trees, ships, 
vessels and boats in actual construction and materials therefor, schools 
and colleges whose income from endowments exceeds the income from 
tuition, ships and vessels used exclusively in trade between this state 
and territories, states of the United States, and foreign countries, 
personal property of the head of a family to the amount of $300, and 
"mortgages, notes, accounts, certificates of deposit, tax certificates, 
judgments, state, county, and municipal and school district bonds and 
warrants." 

While much of the property above enumerated is of such a char- 
acter as to well justify its exemption from taxation, serious doubt is 
felt as to the wisdom of extending entire freedom from taxation to 
other property thus preferred, notably credits, all of which are en- 
tirely exempted from taxation under the Easterday law of 1907. 

In addition to the property specifically exempted by statute, an 
indirect exemption seemingly wholly unwarranted measured by con- 
siderations of public policy, ability to pay, or any other fair standard, 
is accorded stockholders of incorporated banks owning real estate by 
the method prescribed by statute for assessing state and national banks 
which is as follows: 

"All the shares of stock in banks whether of issue or not, 
existing by authority of the United States or of the state, and 
located within the state, shall be assessed to the owners 
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thereof in the cities or towns, where such banks are located, 
and not elsewhere, in the assessment of all state, county and 
municipal taxes imposed and levied in such place whether 
such owner is a resident of said city or town or not; all such 
shares shall be assessed at their full and fair value in money 
on the first day of March in each year, first deducting there- 
from the proportionate part of the assessed value of the real 
estate belonging to the bank." (Rem. & Bal. Code, Section 
9134.) 

Under this law banks are not taxable as such, their only prop- 
erty subject to assessment being real estate which is assessable like 
all other real estate, irrespective of ownership. 

The shares of capital stock of banks not owning real estate, are 
assessable to their shareholders at their full value. Shareholders 
of banks holding real estate, however, are entitled to have deducted 
from the otherwise assessable value of their stock, their proportionate 
part of the assessed value of all real estate belonging to the banks, 
which in the case of several large banks in the City of Seattle has 
for many years resulted in the entire exemption from taxation of 
their share owners upon accovmt of their stockholdings, the value of 
the bank's real estate exceeding the entire stock value. The theory 
for according this exemption was doubtless based upon the assump- 
tion that the bank's investments in real estate would be from their 
capital and that the taxation of both its capital stock and real estate 
would constitute double taxation. Experience has proved the premise 
false; the highest courts of the land have declared the conclusion 
erroneous. Investments of banks in real estate are not ordinarily 
that of their capital, but are usually speculations with the funds of 
their depositors, diverted from regular banking channels in the ex- 
pectation of greater financial returns. The deduction directed, more^ 
over, is not limited to the banks' actual realty investment, the statute 
requiring the deduction of the full assessed value of the real estate, 
though it be heavily encumbered and the bank's true interest merely 
nominal. In no event would the taxation of such shares of bank 
stock at their full value, as other bank stock is assessed, constitute a 
doable taxation of property. 

The law upon this point was expounded many years ago by the 
supreme court of the United States in an action in which the value of 
United States bonds was sought to be deducted from the value of 
shares of bank stock in the hands of individual owners. The court, 
in disallowing the claim, used the following language: 
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"The corporation is the legal owner of all the property 
of the bank, real and personal, and within the powers con- 
ferred upon it by the charter and for the purposes for which 
it was created, can deal with the corporate property as abso- 
lutely as a private individual can deal with his own. The in- 
terest of the stockholder entitles him to participate in the net 
profits earned by the bank in the employment of its capital 
during the existence of its charter, in proportion to the num- 
ber of his shares ; and upon its dissolution or termination, to 
his proportion of the property that may remain of the cor- 
poration after payment of its debts. This is a distinct, in- 
dependent interest or property, held by the shareholder like 
any other property that may belong to him." {Fan Allen et 
al. vs. Nolan et al., 70 U. S.) 

As in the case of under assessments and failure to assess taxable 
property, the legal exemption from taxation of the possessions of 
individuals and corporations, necessarily increases in the same ratio 
the tax of all others not similarly favored, the exemption constituting 
a discrimination against the one seldom justifiable and a benefaction 
to the other which should not be lightly bestowed. 

The owners of tangible property in the State of Washington are 
at the present time paying practically the entire cost of state, county 
and municipal government. 

The total assessed value of personal property in the City of 
Seattle for the year 1913 amounted to the sum of $37,102,506, and in 
the County of King to the sum of $43,372,764. During the same 
period national and state banks in the City of Seattle alone reported 
deposits, wholly untaxed, in excess of the sum of $80,000,000. Un- 
taxed wealth, in the form of mortgages, bonds, accounts, stocks, and 
other securities, probably greatly exceeds said sum. Do their for- 
tunate owners contribute to governmental expense within the defini- 
tions of Smith and Mill as does the merchant with his unpaid for 
stock or the widow with her mortgaged home, assessed at full value 
without regard to the incumbrance? 

Ownership of taxable property in the State of Washington is no 
longer an indication of ability to contribute to the support of its gov- 
ernment. The owners of non-taxable property, the recipients of high 
salaries, those who receive large professional incomes, enjoy alike 
with the possessors of property subject to taxation the protection, 
privileges and benefits of citizenship in this state and should con- 
tribute in proportion to their means to keep its machinery in motion. 

There appears neither equality, uniformity, equity nor justice 
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in taxing the instrumentalities through which wealth is created in the 
hands of the producers and exempting their product in the possession 
of the beneficiaries. The farming implements of the rancher, the 
tools of the mechanic, the household chattels of the home owner, the 
sources of livelihood, should not in equity be subjected to taxation and 
bank deposits, bonds, mortgages, and similar wealth wholly exempted 
therefrom. 

I am firmly of the opinion that the true principle of taxation is 
that based upon the earning power of man and property. An amend- 
ment to our state constitution will be necessary to incorporate this 
principle in the tax system of our state. I feel that the labors of 
this conference will be in vain if a declaration is not made in favor of 
an amendment which will enable the state legislature to abolish the 
general property tax. It is indefensible in principle; it is iniquitous 
in practice. It creates inequalities in individual assessments in the 
taxing units and results in a lack of uniformity of assessed values 
between the several counties of the state and between different classes 
of property in the same county. Under it, all coimty assessors of 
the state have since territorial days wholly ignored the statutory man- 
date that all property be assessed at its full and fair value in money 
and have adopted for assessment purposes such percentages of true 
values as they deemed most advantageous to their respective counties, 
too often measured solely by improper benefits over other counties 
in the equalization of their assessments for state revenues. In the year 
1908 the state board of equalization found that the average ratio of 
assessed to true values of property in the different coimties of the 
state ran from sixty per cent in Ferry County to twenty per cent 
ia Pacific County. The variation has been somewhat less in recent 
years owing to the activity of the state tax commission, yet the board 
of 1913 reported a variance of from 52.76 per cent in Clallam County 
to 29.12 per cent in the County of Cowlitz. 

While the assessment of 1914 under the 1913 law now for the 
first time operative may not result in a greater uniformity in state 
assessments than in former years, it will at least have the virtue of 
being made without a violation of the oflScial oaths of assessing oflS- 
cers as in former years, as the law provides that : 

"All property shall be assessed at not to exceed 50 per 

cent of its true and fair value in money." (Chap. 140, Laws 

of Wash. 1913.) 
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Assessments at less than fifty per cent of full value are, therefore, 
not unlawful. 

The views of political economists, tax specialists, and expert ad- 
ministrators in regard to the general property tax were well sum- 
marized by the committee appointed to investigate this subject by 
the executive committee of the International Tax Association at their 
third international tax conference held at Louisville, Ky., September, 
1909, in the conclusions to their report unanimously adopted by the 
Fourth International Conference held at Milwaukee, Wis., in Sep- 
tember, 1910, as follows: 

"To sum up your committee finds: That the general 
property tax system has broken down; that it has not been 
more successful under strict administration than where the 
administration is lax; that in the states where its adminis- 
tration has been the most stringent, the tendency of public 
opinion and legislation is not towards still more stringent 
administration, but towards a modification of the system; 
that the same tendency is evident in the states where the 
administration has been more lax; that the states which 
have modified or abandoned the general property tax show no 
intention of returning to it ; that in the states where the gen- 
eral property tax is required by constitutional provisions 
there is a growing demand for the repeal of such provisions. 
"We conclude, therefore, that the failure of the general 
property tax is due to inherent defects of the theory; that 
even measurably fair and effective administration is unat- 
tainable; and that all attempts to strengthen such adminis- 
tration serve simply to accentuate and to prolong the inequal- 
ities and unjust operation of the system." 

That these findings will never be reversed by the supreme court 
of the United States is evidenced by its decision in the case of Pacific 
Express Company vs. Seibert (142 U. S. 351), in which the court said: 
"A system which imposes the same tax upon every 
species of property, irrespective of its nature, condition or 
class, will be destructive of the principle of uniformity and 
equality in taxation and of a just adaption of property to its 
burdens." 

With the removal of the shackles of constitutional restraint from 
the legislature, the way will be open for the adoption of a rational, 
scientific, modem system of taxation, the fundamental principles of 
which, in my opinion, should be the entire separation of state and 
local revenues, the former to be derived from the taxation of inherit- 
ances and inter-county public service corporations, the latter through 
real estate and incomes, locally assessed and taxed. 
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Taxation and the Farmer 

J. W. BRISLAWN, MEMBER STATE BOARD OP TAX COMMISSIONERS 



It was a happy thought on the part of those directly in charge 
of the preparation of this program that consideration should be given 
to the taxation of agricultural lands and the personal property that 
is held in connection with and produced on such lands, for the reason 
that the question of the present high rate of taxation in this 
state and its effect upon agriculture is of vital importance. The 
subject of the taxation of agricultural lands and agricultural personal 
property is of vital importance to all of the people of this state be- 
cause our greatest source of wealth, our hope of continued prosperity 
rests upon the full development of our agricultural resources. There- 
fore, if taxes are high the burden of those high taxes should not be 
shifted to, or borne alone by any class of property, but particularly 
should that industry, the development of which means the continued 
growth and prosperity of the state, be protected against any undue 
or unequal burdens of taxation. 

It is not my purpose in treating this subject to deal exclusively 
with those lands or personal property on which taxes are paid only 
by actual farmers. It is my purpose to discuss the taxation of all 
property devoted to the production of foodstuffs and property which 
is incident thereto. It is not my purpose to speak of the farmer as a 
taxpayer as distinguished from other taxpayers who pay taxes on the 
same kind and class of property. 

We frequently hear the statement made that the general prop- 
erty tax such as we have in this state is, in fact, a real estate tax and 
that, therefore, it must be a tax upon the farmer. With no previously 
conceived opinion on the subject, but with the desire to ascertain 
what the actual condition is in this state, the tax commission made 
a diligent search through all of the records available on the subject 
in order to determine what portion of the taxable property of this 
state is farm property, real and personal, and what portion of tbi^ 
entire tax of the state this property pays. 

The total assessed valuation of taxable property on the 1913 tax 

(35) 
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rolls of this state is $1,014^4.75,027, against which a total tax of $88,- 
811,100 was levied. The average rate of levy for the state against all 
property was 87.75 mills. The average rate of levy against farm 
property was approximately 29 mills or 8.75 mills less than the 
average for the entire state. This is true because the incorporated 
towns have levies for city purposes varying from 1 to 30 mills. 

The value of improved lands is $152,615,044. The value of un- 
improved lands, exclusive of timber, coal and other mineral lands, is 
$65,522,804. The total value of improved and unimproved lands is 
$218,137,848. Add to this $20,000,000 for improvements on agri- 
cultural lands and $5,884,081 of personal property and we find that 
the farm lands and personal property of farms in this state together 
with improvements is approximately $244,021,429 of assessed valua- 
tion, which is 24.05 per cent of the total taxable wealth of the state. 

Personal property such as is attached to and produced on farms 
has an assessed valuation of $5,884,081. The total value of personal 
property appearing on the rolls of the state, exclusive of the personal 
property of steam and electric roads, assessed by the state board of 
tax commissioners, is $122,850,549, of which the farmers' personal 
property is 4.8 plus per cent. 

The foregoing figures are reasonably reliable and indicate that 
the assessed value of property, real and personal, which may be 
classed as farm property is approximately 29 per cent of the total 
taxable property of the state. 

Of the total tax for the year 1913 which was $38,311,100 we find 
that $8,239,173 was paid by city property exclusively for city pur- 
poses, leaving $30,071,927, in which amount farm property partici- 
pated to the extent of $7,076,621. The percentage of the total tax 
paid by farm property is approximately 18 per cent, and the percent- 
age of the total tax exclusive of that paid for city purposes is ap- 
proximately 23 per cent. 

Computations heretofore made indicate that the value of farm 
property is .2405 of the total taxable value of the state. If farm 
property paid taxes in this state in the same proportion to the total 
tax paid as it bears to the total taxable valuation of property, it 
would then pay $9,194,664 in taxes as against $7,076,621. It might 
appear from these figures that farm property enjoys a very favorable 
rate of taxation as compared with other property in this state. How- 
ever, it should be remembered that the great bulk of the taxable prop- 
erty is within the corporate limits of the cities and towns of the state 
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where the levies are the highest. Farm property, not enjoying the 
privileges of local self government and the other advantages of com- 
munity life, paved streets, electric lights, sewers and city water, nat- 
urally is not taxed for the upkeep of these conveniences and there- 
fore has a correspondingly lower levy. 

On the other hand, if farm property in this state is the victim of 
excessive and unequal taxation, it is due to the system to which we 
are committed by our constitution, — ^the general property tax. Farm 
property is of a character that can be measured and counted and 
numbered and its value can be ascertained to a reasonable certainty. 
It is property that cannot be concealed or withdrawn from circulation 
at taxpaying time, nor can it escape taxation imder the plea of double 
taxation. Owing to the character of farm property and its familiar- 
ity to all, it is probably more thoroughly listed and assessed than other 
classes of property, and its value on the tax rolls more nearly ap- 
proaches the ratio assigned to it than does the value of some other 
large classes of property. This is particularly true of the personal 
property attaching to farms. 

The interest of the farmer then, in taxation in this state, need 
not necessarily be directed toward the securing of a more equitable 
assessment of his property as compared with that of other property in 
order that the burdens of taxation may be lifted from his shoulders 
and placed upon other property now on the tax rolls but which es- 
capes taxation by reason of a more favorable administration of the 
assessment laws affecting it. 

The farmers' interest in taxation should be along the lines of 
securing a more uniform and equal assessment of farm property 
within the several counties and as between the various counties of 
the state in order that there may be no shifting of the burdens of 
taxation as they grow more onerous and that public expenditures may 
be reduced as much as possible so that the rate of taxation may be 
reduced on aU classes of property throughout the state. 

The lack of uniformity in the present assessment of property in 
the State of Washington is inherent in the general property tax sys- 
tem. Perhaps it is inherent in all systems of taxation, for no one 
has yet been able to devise a perfect system that can be applied with 
absolute uniformity to all classes of property. P,erhaps the greatest 
reason for lack of uniformity in the assessment of farm property in 
this state lies in the varying ratios of assessed to actual value as applied 
by the different county assessors and by the several deputy assessors 
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within the same counties. For example, we find that in Asotin County 
the average value at which farm lands are assessed is $22.71 p;'.r 
acre, in Whitman County $19.42, in Lincoln County $16.80, while iii 
Yakima County it is $92.11. The average value for unimproved lands 
varies from $2.92 per acre in Clallam County to $17.88 in King 
County. What the actual values are in these cases is a most diflBcult 
thing to determine except where one is personally familiar with the 
locality and soil, the crops and the accessibility to market of the cul- 
tivated lands and the possibilities for grazing or agricultural develop- 
ment of the unimproved lands. 

These varying valuations noted above are the outgrowth of the 
idea and the practice on the part of assessors of determining to as- 
sess property at a certain percentage of its actual value, each assessor 
claiming the right to determiine that percentage for himself. There- 
fore, each assessor has assessed property in his county according 
to his own judgment at a ratio of assessed to actual value, varying in 
the different counties from 28 per cent in Franklin County to 52.76 
per cent in Clallam County as found by the state board of equaliza- 
tion in accordance with sworn testimony taken by the state board of 
tax commissioners in every county in the state in 1912. In some 
counties the board found that the taxable value as found by the assessor 
i? based on ridiculously inadequate values, and in other counties the 
values were based on speculative prices that had been brought about 
by real estate booms and maintained in the interest of higher sell- 
ing prices for real estate, with the result that the actual farmer and 
home owner is paying taxes on a speculative value. 

The legislature of 1913 passed an act limiting the assessment 
of property in this state to not to exceed 50 per cent of its actual or 
market value. In order to take advantage of this increased opportu- 
nity for a uniform assessment of property, the tax commission ad- 
vised the assessors that all property should be listed by the field 
deputies at its full value and that the percentage figures should be 
extended by the assessor or his ofiBce force under his supervision. 
This plan would have the advantage of showing what the deputy 
believed to be the full value of the property and there would be less 
chance of one percentage of actual to assessed value being applied to 
one piece of property and another percentage being applied to prop- 
erty in the same county by another deputy. Thus one of the chief 
sources of inequality and lack of uniformity would be eliminated. 

A uniform assessment of farm lands has never been accom- 
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plished and has only been approached in a few counties in this state. 
In order to secure a uniform assessment of farm lands, each county 
should be cruised by competent men qualified to judge of the value 
of land by its character, location, and the nature of the crops to the 
production of which it is best adapted. In accordance with this cruise 
of the lands, plat books should be prepared showing the character 
and value of each forty acres. The value of improvements should 
then be added and from year to year the additional improvements 
and the increases in value due to better transportation facilities or 
changes in the crop production could be noted and the increased 
values added by the assessor. The farmers of each county should 
insist that this be done. Thereby they will reduce the expenses of 
the biennial assessment because it will no longer be necessary for 
the county assessor to employ a host of deputies to do the field work. 
The first cost would probably exceed the cost of making the biennial 
assessment of the real estate of each county, but the cost thereafter 
would only be a fraction of the present cost biennially. 

As taxes grow more onerous, each taxpayer thinks himself the 
victim of discrimination and consequently there is a tendency to shift 
the burden. Farmers have always believed themselves the victims of 
unfair taxation in this state as compared with the property of other 
taxpayers. This feeling is probably due to the fact that the farmer 
feels his burden and at the same time has not scrutinized the sta- 
tistics of the state on taxation closely enough to determine the facts. 
There should be no attempt to shift the burdens of taxation on to any 
class of property; agricultural property in particular should not be 
unfairly taxed because such a course would strike a blow at the fund- 
amental factor in the development and upbuilding of this state. 

We frequently hear men say, "I don't care to own any real estate 
in Washington. Taxes are too high. I would rather not own property 
where the rate of taxation is 37.5 mills on the dollar, or $3.75 on each 
one hundred dollars." However, it should not be overlooked that the 
ratio of assessed to actual value throughout the entire state is but 
42.44 per cent so that the actual average rate of levy throughout the 
state is $1.59 plus on each $100, or 15.9 mills of the actual value 
of the property. Farm property, as we have already pointed out, 
pays less than this on the actual value since it pays less than the 
average for the entire state. 

Almost every class of property that comes before our board seek- 
ing reductions in taxation makes its plea for such reductions on the 
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ground that the ratio of taxes to earnings is so high that unless re- 
ductions are granted the industry represented by such property will 
be destroyed and great harm come to the state thereby. For this 
reason we have given some little attention to the taxation of farm 
property as compared with earnings, in this state. While no abso- 
lutely accurate figures are available, the following computations will 
be found reasonably so and will be helpful in suggesting a method 
whereby the taxation of farm property might be compared with other 
property on the earnings basis. 

Estimating the gross value of agricultural products for the state 
for the year 1918, at $110,000,000 and considering the tax paid by 
farm property at $7,076,621, we have the equivalent of a gross earn- 
ings tax of 6.48 per cent. As a specific instance of the application of 
the earnings tax to farm property, we have computed the tax paid on 
the North Half of the Northeast Quarter of Section 10, Township 22, 
Range 38, situated in Lincoln County. This property is eighty acres 
of wheat land, having no improvements other than plowing and fenc- 
ing thereon, the actual value of which is fixed at $8,600. The gross 
earnings of this property for the past five years is $5,268. The taxes 
during the same period were $158.50, being a little more than 3 per 
cent of the gross income. The net income after deducting taxes and 
expenses was $1,460.80 to the owner of the land, who received one- 
third of the crop as his share. Therefore, the tax on the net income is 
approximately 11 per cent. In this instance the owner of the land 
paid no taxes on personal property in connection therewith, there 
were no expensive improvements on which taxes were paid, and the 
local school district and road district each had a very nominal levy 
during the five years covered by these figures. The total levy for the 
year 1913 on this property was 22.8 mills, which is 6.2 mills less than 
the average that we found for farm lands for the state. 

Data of the character herein given, if reasonably accurate, would 
be of inestimable value in determining questions with reference to the 
taxation of farm lands throughout the state. It is to be hoped that 
the present interest in the subject of taxation will stimulate owners 
of farm property to keep such records as will enable them to accu- 
rately and intelligently compare taxation of farm property with other 
classes of property. 

The rate of taxation and the expenditures of public funds are of 
vital concern to every taxpayer. Various reasons have been assigned 
for the high rate in this state, all more or less true perhaps. Persons 
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who are careless in the choice or use of words say the excessive cost 
of government is the reason for the high taxes, but in so speaking they 
include all of the activities in which the state now participates, includ- 
ing education and roads, these two being the chief consumers of 
direct revenue and the chief reasons for high levies, together requir- 
ing 54 per cent of total money raised by direct taxation, whereas the 
cost of government, including state, county and municipal branches, 
is much less than 50 per cent of the direct taxes levied. 

Budgets of local taxing districts are now required by law to 
be published in advance of the actual levying of the tax and notice 
is given to every interested person to appear before the taxing board 
and object if need be to any levy. All taxpayers should avail them- 
selves of this right and privilege so that the levies made will be for 
the actual necessities of each community in order that the present 
tendency to large appropriations and large expenditures of public 
funds may be curbed. The farmers of the state can have a direct 
influence on the tax rate by appearing before the county commission- 
ers on the first Monday in October and with their advice and counsel 
aid the commissioners in fixing such levies as will be adequate and 
at the same time within the ability of the taxpayers to meet. 

The course pursued by the ordinary taxpayer is to remain away 
from the meeting at which the levies are fixed, and at the same time 
demand for a particular district the expenditure of as large a portion 
of public funds as possible. His objections are heard usually at the 
time that he pays his tax when it is too late to have any effect upon 
the rate of levy. 

In conclusion I would urge that all taxpayers study the questions 
here presented with fair, open and unbiased minds, and that a united 
effort be made, not to reduce taxes upon any class of property, not 
to shift the burdens from one class of property to another, but to 
reduce the burdens upon all property and to lay them equally upon 
all property. This can be accomplished by a more uniform assess- 
ment, by putting all property subject to taxation upon the tax rolls 
fairly and honestly and by keeping a tight string upon the public 
purse. 

DISCUSSION 

W. H. Kaufman: Mr. Kegley of the state grange requested me 
to express to this conference as the representative of the grange the 
purport of the resolution that we have been adopting for the past 
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five years, and with the permission of the chairman I will do so. He 
cautioned me particularly not to "let them put anything over on us," 
and I will try not to do so. Our particular grievance lies against the 
speculators. We have adopted resolutions for the past five years 
at every session of the state grange, county granges, and by a great 
many subordinates, for the reform of our system of revenue so as 
to abolish speculation in land. When I was a small boy I purchased 
a pig. It spent most of its time rubbing itself against the pen, but 
did not seem to grow. Finally I asked my father what was the trouble. 
He teased me for awhile and then stated, using big words, that it was 
"supporting too many parasites." I asked him what a parasite was, 
and he said, "Your pig is lousy." The speculator is a louse on the 
body politic. He is absolutely useless, a mere parasite. He takes 
what does not belong to him. We farmers clear up our land and more 
than half the values we create goes to speculators. That ought to stop. 
We ought to collect from the speculator all that he gets that he does 
not earn. There ought to be taken from the speculator a special 
economic rent, not a tax, not a burden upon industry, not a burden 
on anything he is doing except his stealing. 

We believe that the speculator ought to be relieved of that which 
he has unjustly acquired, to which he has no more right than the 
slave-holder or pirate to his ill-gotten wealth. These are strong 
terms, but it is the language of the grange. They have adopted reso- 
lutions again and again, unanimously and with great enthusiasm, and 
we submit that the principal thing this conference can do is to so 
reform our system of taxation, of public revenue, as to prevent the 
speculator getting a single doUar he has not earned. 

Just a word considering what the speculator is doing in the' 
community. If I went over on the other side of the mountains and 
dug a ditch, and a man should take water from that ditch, say half of 
it, he would be stealing. Yet every farmer who goes out on the 
stump land on the West coast, cultivates a farm and opens it up, has 
most of his value stolen from him by speculators — absolutely stolen. 
If a man were to come to my farm and drive o£E half my stock he 
would not be robbing me of a bit more, directly or morally, of what 
I had created, than he does when he takes the value I have created 
by clearing my farm. An Italian went to Bellingham and bought a 
lot from a speculator in the suburbs for $200. After awhile he thought 
he wanted to buy another lot, and tried to buy it for $200 — a lot next 
to the one he had already bought. But the speculator said, "No, you 
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have added $100 to the lot adjoining your house." He did not get 
that $100. The speculator stole it. It is absolute stealing. Now 
we go further than that; we say the special curse of our whole system 
of taxation is the speculator. If we take from the speculator anything 
like what he is stealing from us we would not need any taxes. We 
could absolutely abolish all taxes and have a vast fund left over for 
a dividend to every stockholder. 

Our timber is increasing tremendously. Our fisheries are in- 
creasing. The value of land on Second Avenue has increased, not 
because of what has been done by the owner, but because there are 
something like 80,000 people more in Seattle now than there were ten 
years ago. The people that come in create but don't get that value. 
The speculator gets it all. The speculator is the sole cause of un- 
employment. Every man who wishes to control any natural resource 
should be made to pay to the public an annual rent of four or five 
per cent, whatever is right, on the population value of the natural 
resources he is controlling, and we would have in this state more than 
$100,000,000 a year over and above our expenses, and that is a very 
conservative estimate. Timber increased in the State of Minnesota- 
in eight years more than $7 per thousand. You and I have built the 
Panama Canal by the increase in the price of sugar, $1.50 a sack, a 
few dollars on a suit of clothes, 50 cents to a dollar on a pair of shoes. 
The Panama Canal will add to the price of the billions of feet of tim- 
ber in this state perhaps a dollar or two dollars per thousand, how 
much nobody knows yet, but something. Who is going to get that? 
If any man living thinks the timber barons are going to get that he 
is badly fooled. The state grange, the state federation of labor, and 
other organizations in this state propose to collect for the people 
every dollar of population-made value, or a fair rental on the values 
which our people have added to these natural resources, giving to the 
timber men merely what they have created, but keeping for the people 
all the values they have created. We propose to give the individually- 
made value to the individual who creates it. That is all we claim, all 
that we want. It is considerable to be sure, but it is all that we want. 
We want that every individual should have all that he creates, abso- 
lutely free of taxes. That is the position of the grange, asserted 
again and again in resolutions as clear as language can be made, to 
give to each individual all that he creates; to abolish all penalizing 
fines upon any industry and not fine a man for doing what he ought 
tci do, what we want him to do. Up in Whatcom County every man 
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who keeps a cow is fined 60 cents a year. If he keeps a good horse 
he is fined $3 a year. If he paints his house or takes out a stump 
he is taxed (fined). In the state in which I was born and raised, 
they paid a man for planting trees ; but here we tax a man who blows 
out a stump. We should fine the man who keeps the stump in, and 
reward the mln who takes it out. We want to tax the stump and ex- 
empt the cow. That, we think, is the only system. As representative 
of the grange I will have to make my report to the grange — they 
want to know what the attitude of every speaker is and what he 
thinks concerning the speculators. I think we of the grange do not 
care a continental about anything else. Are you going to help us to 
rid ourselves of the parasites (the speculators), or are you not? Are 
you going to help us to free ourselves from the men who are robbing 
as of the values we create, or are you going to fool away your time 
in a sham fight in putting upon property a lying tax which ultimately 
will fall upon the farmer and the wage- worker? 
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This paper is based upon a report prepared in 1912 for the Unii- 
ed States Forest Service by the writer and Mr. F. B. Kellogg. 

That investigation was undertaken with a view of determining 
the actual burden of taxation on forest land as compared with that 
borne by other classes of real estate, the effect of the present system 
of taxation on the management of forest property, and what remedial 
legislation should be enacted. As a basis for the investigation a very 
complete list of the timber owners of the state was compiled, and in 
the course of the study an effort was made to reach each owner either 
through a personal interview or through a circular letter calling for 
information bearing upon forest taxation. The field work, though 
extending over practically every section of the state, was centered 
in Whatcom, Snohomish, King, Jefferson, Cowlitz, and Pacific Coun- 
ties west of the Cascade Mountains, and in Yakima, Chelan, and Ste- 
vens Counties east of the Cascades. These nine counties are so sit- 
uated as to afford an opportunity to study varying conditions in all 
parts of the state as they affect forest taxation. 

Replies to the circular letter sent out, interviews with property 
owners of all classes, tax officials and others, supplemented by a re- 
search study of the county and state tax records and of publications on 
forest taxation, constitute the basis of this report. Owners interviewed 
or heard from by letter represent upwards of three and a quarter 
million acres, or nearly 55 per cent of the timber-land privately owned 
in the state. 

Data furnished by the federal government, the state land com- 
missioner, county assessors, and cruises of private holdings indicate 
that the state has upwards of three hundred and thirty billion feet 
of merchantable standing timber. The report of the United States 
commissioner of corporations* estimates the stand at three hundred 
and ninety-one biUion feet, but this is believed to be rather too high. 

A comparison of the value of the lumber output with the value 
of the other leading products shows that the timber crop is easily 

♦Summary of report of the Commissioner of Corporations on the 
Lumber Industry. Part I. Standing Timber. 

(45) 
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the chief resource of the state. Eighty per cent of the manufactured 
value of the forest product is put into general circulation through 
the purchase of labor and supplies, thus remaining within the state. 
Probably one-third of the population of the state is supported by the 
lumber business and its dependent industries. Many of our leading 
cities and towns are almost solely dependent upon the lumber industry. 
It has contributed more to the settlement and development of the state 
than has any other interest. 

It is therefore of vital importance to the state as a whole, to 
those remotely interested in the forests as well as to those whose 
money is invested in them, that the lumber industry be put on a perma- 
nent basis. The national forests are already under management, and 
plans are being worked out which will insure continuous crops. It is 
the hope that the state will soon inaugurate a comprehensive forest 
policy which will enable her through purchase greatly to increase 
her forest holdings, and then put the whole under scientific manage- 
ment. 

But any forest policy which does not include private holdings 
goes only half way. Two primary obstacles stand in the way of the 
practice of forestry on private holdings — ^the fire hazard and taxes — 
neither of which is necessarily insurmountable. These are not the 
only barriers confronting private forestry, but they are exceedingly 
important ones, and with them removed the way to the practice of 
forestry will be opened to a large proportion of the privately owned 
land. 

My subject readily divides itself into two sub-topics — ^taxation 
of virgin timber and taxation of second growth. 

TAXATION OF VIRGIN TIMBER 

The few years intervening since the creation of the state board 
of tax commissioners in 1905 mark an important period in the history 
of timber taxation in Washington. Prior to that time the appraise- 
ment of timber-lands for assessment purposes was purely guess work, 
resulting in the grossest inequalities of value, the poorest and most 
out of the way tracts often being asessesd at the same value as the 
best and most accessible. Immediately on organizing, the commission 
set about it to correct this loose and haphazard business by advo- 
cating a cruise of the timber. Such a cruise has now been made in 
all the important timbered counties. 

Prior to 1908 the land of the state for assessment purposes had 
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been classified outside of the cities merely as improved and unim- 
proved land. In that year the timber-lands except in a few cases were 
segregated into a third class and assessed separately. The agitation 
of the question of timber taxation incident to the making of the county 
cruises and the segregation of timber-lands has resulted in a marked 
increase in taxes on timber property. 

Figures furnished by the county assessor of a county in the 
western part of the state show that the assessed value of the timber- 
lands of the county for 1908 was more than double that of 1907, as 
a result of the county cruise which was made in these two years. 
The assessor states that values for assessment purposes have been 
materially increased since 1908. Data furnished by one of the larger 
lumber companies in western Washington whose holdings are scattered 
through several counties show that the taxes on its holdings more 
than trebled in the five years from 1905 to 1909. 

The manager of another large timber company west of the Cas- 
cades in sworn testimony before the state tax commission stated that 
the taxes on his company's holdings nearly doubled in the four years 
from 1906 to 1909, although 20 per cent of the valuable timber had 
been cut off during that time and about 10 per cent of the land area 
had been sold to settlers. Furthermore, he added, logs were decidedly 
cheaper in 1909 than they were in 1907. 

The records of the state board of tax commissioners show that the 
average assessed value of the timber-lands of the entire state increased 
from $4.88 per acre in 1905 to $13.36 in 1912, which is an increase 
of 235 per cent in eight years, and in that year the timber-lands bore 
nearly nine per cent of the total tax burden of the state. 

But the importance of timber-lands for tax revenue is seen more 
clearly in a study of the timber counties, more especially those west 
of the Cascade Mountains. For example, in Pacific County the as- 
sessed value of the timber-lands is about 37 per cent of the assessed 
value of all property. In Jefferson County, it is over 47 per cent, 
and in Wahkiakum County over 51 per cent. Much of the outlying 
territory in the timbered countries, such as school or road districts, 
are even more dependent upon the forests for tax revenue than these 
figures would indicate. 

Whether timber-lands in general are over assessed depends on 
how long they are held. The average assessed valuation of $16.36 
per acre placed upon timber-lands of the state in 1912 probably does 
not exceed two-fifths of the true average value of these lands. But 
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since the timber-land is assessed annually, it exacts a tax which in the 
course of a few years places a value on timber holdings which they 
are incapable of attaining. 

The argument is made that the greater body of the virgin forest 
has come into the hands of the present owners at relatively low prices, 
that the value of stumpage has risen and will continue to rise suflS- 
clently to absorb the taxes and still make the investment an inviting 
one. It is further argued that much of the timber has been bought up 
by outside capital and is, therefore, held by parties who do not in any 
way contribute to the welfare of the state except through taxation, and 
that the state is entitled to large benefit from this source. But these 
arguments are not entirely germane and should not be allowed to 
cloud the really vital issue — the effect of the present tax system on 
the matter of a future timber supply. 

Not only has the tax on timber-land increased rapidly in the last 
few years but there is strong pressure being brought to bear on tax 
officials constantly to increase it still further. This pressure will be 
stronger in the future than it has been in the past, for as additional 
land is cleared and in consequence yields less tax revenue the tendency 
will be to require the non-cut-over land to make up the difference. 
The facing of this almost certain increase, together with the annual 
recurrence of the tax, whatever it is, with no income from the property 
itself with which to pay it, is going to have the inevitable result of 
hastening cutting unduly, regardless of the residence of the owner 
or the price at which he bought, which means enforced waste through 
the rushing of the timber off on a weak market. In fact, there is 
now a decided movement in this direction. 

In the questionnaire used in this study the timber owners were 
asked whether taxation has ever hastened the cutting of timber on 
their holdings. To this question 564 replies were received. 

It is significant that 135 replies, or over 27 per cent of the total, 
state that taxes have hastened the cutting of timber in the past, while 
88, or nearly 15 per cent of those replying to this question, say that 
taxation is going to force them to cutting if present taxes continue or 
are increased. It is admitted that other causes than taxes, such as in- 
terest, the fire risk, the necessity of keeping mill plants supplied, etc., 
have the effect of hastening cutting. Nevertheless, these answers 
clearly establish a relation between taxation and premature cutting in 
this state. 
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The timber owners were also asked what changes in the present 
system of taxing forest land they would suggest. The replies make 
it clear that while there is much dissatisfaction with the present sys- 
tem of taxing forest land there is a great lack of unanimity among 
timber owners in regard to a suitable substitute. In eleven answers 
the single tax idea is advanced as a better system than the present 
for taxing forest land^ while 36 advocate a tax on the timber only, 
thus exempting the land. In five cases the British Columbia plan is 
preferred. The plan referred to is that in vogue on Crown lands 
held under lease where an annual tax called ground rental is assessed 
on the land, and a royalty at a flat rate per thousand is collected on 
the timber when cut. 

In one case, it is proposed that each owner be assessed on his own 
valuation, the same to be one on which he would sell. This plan 
ought to secure unifornily true valuations provided it gives the county 
or state the option of purchasing the land at the owners' valuation in 
case its tax officials thought the valuations too low. This is essentially 
the plan in operation in parts of Australia where the state reserves 
the right to purchase the property at the valuation the owner puts 
on it plus 10 per cent. 

By far the larger number of replies express a preference for a 
dual system which would tax the land annually and levy a tax on the 
timber when cut. Forty-eight per cent of the 524 answers received 
in reply to this question endorse this plan. 

A system of taxation which taxes the land and the timber sep- 
arately, by laying an annual tax on the land and taxing the timber 
when cut is not new, as it is the one in use in most of the leading 
European countries, having been practiced by some of them for a 
century or more. There it is recognized that an annual tax is highly 
desirable as a certain definite revenue for the state, while an annual 
tax without an income from the property taxed works a hardship on 
the forest owner. The system in vogue is an attempt to satisfy these 
opposing interests. 

The criticism has been made that a scheme of taxation which 
would tax forest land annually and defer the tax on the timber crop 
till it is cut would discriminate against the farmer. This is not the 
case. On the contrary, the present system of taxation discriminates 
against the forest crop. For example, theoretically, farm crops are 
taxed. Practically, they pay very little tax because assessments are 
made at a time when there are no farm crops in the ground, and by 
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the time the next assessment is made, they have been grown, harvested 
and very probably marketed. Hence, as a rule, the land only is 
assessed. 

The plan proposed calls for an annual tax on the land based on 
a fair value, and not only does not ask that the timber crop be exempt- 
ed from taxation, but provides for the equivalent of an annual tax equal 
to the present tax, and allows the state a rate of interest on deferred 
payments above what the state would have to pay for borrowed money. 
As stated, farm land is taxed annually — theoretically, the crop is 
taxed once and that when harvested. The proposed system asks only 
that for purposes of taxation virgin forest property be placed on the 
same basis as farm property so that the timber crop would be taxed 
but once and that when harvested, with this difference, that while 
farm crops usually escape taxation, this plan provides that the tax on 
the timber crop shall actually be paid. 

This paper has pointed out that the present tax system undoubt- 
edly tends to premature cutting. The point has been made that it 
might be to the highest interests of the state to hasten clearing on so 
much of the timber area as is suited to agriculture, since such land, 
if under cultivation, would produce a larger income than in timber. 
In answer, it is only necessary to call attention to the fact that there 
are today several hundred thousand acres of logged-off agricultural 
land lying idle. It will be many years before this land is all taken 
up and settled. Moreover, timber-land fit for agricultural purposes is 
being cleared far more rapidly now than it is being brought under 
cultivation. It is apparent that it is folly to cut the forest faster 
than market conditions warrant and agricultural needs demand. 

The change from the present methods of taxing forests to a dual 
system whereby the land is taxed annually, and the timber on yield 
when out has distinct advantages, both to the timber holder and to 
the state at large, though some difficulties are in the way of making it. 

The advantage to the individual is that the bulk of the tax falls 
due when he realizes upon the crop. If, perchance the growing crop 
is destroyed by fire before it matures, the state justly shares the 
loss to the amount of the tax on the crop. Since the state in this 
way would assume a part of the risk, it would be more apt to pro- 
vide adequate fire protection. 

The state at large would benefit by the change, because the new 
system by encouraging the holding of timber till market conditions 
were right would promote conservative lumbering, thus husbanding 



III. TAXATION OP NATURAL RESOURCES 51 

the present timber supply. The chief difficulties in the way of mak- 
ing the change are that the tax revenue from the forest would be 
considerably less for the first few years, and it would accrue dispro- 
portionately to the different timbered counties since the cut is rela- 
tively unequal in them. In the state at large, timber-land instead of 
paying about nine per cent of the taxes as it did in 1912 would have 
paid a little more than two per cent under the new plan. The difference 
must necessarily have been absorbed by other classes of property, 
obliging them to bear an increased burden of about six per cent the 
first year. This extra burden would be gradually decreased from 
year to year and the revenue from the timber holdings would cor- 
respondingly increase until it would equal the present revenue and 
from that on would exceed it. In the end, other classes of property 
would not be compelled to bear any extra burden on account of the 
change and it is believed that the proposed system would assist ma- 
terially in perpetuating the lumber industry. 

As far as the state at large is concerned the difficulties in the 
way of making the change do not seem insurmountable. However, 
in the counties where the timber-lands pay such a large proportion 
of the taxes, in some cases as this report has pointed out, up to 30 
or 40 and even 50 per cent the obstacles to a change are more for- 
midable, if not prohibitive. Here the interests of a public nature 
are so dependent upon tax from timber-lands that a complete imme- 
diate change seems unwise even if it were possible. 

Again, it is believed that if the state should enact legislation 
which would assess the land annually and the timber when cut, it 
should exact from the timber-land owners benefiting by the law that 
they harvest the present crop in such a way as to insure a second 
crop. "The supreme courts of the United States and of the states 
of Maine and New Jersey have recently announced decisions which 
indicate a belief that the state has a right to regulate cutting upon 
private lands or protect forests and stream flow on such private lands 
because of the public service of the forest and the streams."* 

RECOMMENDATIONS FOR REMEDIAL LEGISLATION 

As applied to the present stand of merchantable timber, therefore, 
it is recommended: 

That a change be made in the method of taxation which will lay 

•Taxation of Forest Lands by A. C. Shaw, Proceedings of the Inter- 
national Conference on State and Local Taxation held at Toronto, Canada, 
October 6-9, 1908. 
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an annual tax on the land, and a tax on the timber when cut; pro- 
vided that whether such timber-land shall be taxed according to the, 
system herein proposed shall rest in every case at the option of the 
owner; provided further that any timber-land owner taking advantage 
of the new system shall enter into an agreement with the state so to 
harvest the present crop of timber as to insure the establishment of 
a new crop, either natural or artificial. 

The foregoing plan would insure an introduction of the new sys- 
tem on a scale so gradual as to produce no serious reduction in the 
amount of revenue now derived from the timber-lands. Very little 
if any such lands as are of agricultural value would be affected by 
the new system, since the new system carries with it the obligation 
on the part of the owner who takes advantage of it to reforest his 
lands as fast as he removes the present crop. It is not expected 
that owners of lands having genuine agricultural worth will care to 
hold them for a second crop of timber. Again, only such owners as 
those who, because their lands are at present inaccessible or for some 
other reason expect to hold them for a number of years would take 
advantage of the new law. The practical result would be that in the 
main only such timber holdings as are non-agricultural in character 
and non-accessible would come under the operation of the new sys- 
tem, and these are the lands most in need of such remedial legislation. 

TAXATION OF SECOND-GROWTH 

Few states present as great opportunities for reforestation as the 
state of Washington. Attention is called to the fact that in Western 
Washington alone of the more than eight and one-half million acres of 
land, exclusive of town and city lots, in private ownership, probably 
not over one-half has agricultural possibilities. This means that up- 
wards of four million acres of these lands will never be fit for anything 
else than the growing of timber and should be devoted permanently 
to this use. Several hundred thousand acres, possibly one-fourth of 
these lands, have already been logged off. An unknown proportion 
has reforested through natural agencies. The rest lies idle and rep- 
resents so much non-productive capital. This non-producing area 
will be constantly increased as additional lands are logged off until 
eventually a large proportion, perhaps the greater part of the prob- 
able 4,000,000 acres of non-agricultural land will be in a deteriorating, 
non-productive condition imless taken over and reforested by the state, 
or unless conditions are created whereby private initiative can afford 
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to do it. As idle lands they will in time become an iacumbrance upon 
the state; if reforested they will produce timber in great abundance. 
But it will be a long time before the state can purchase and reforest 
an area of this magnitude. A large proportion of it must be refor- 
ested by private owners or lie idle. 

The constitution requires that the logged-ofE lands be assessed 
annually at first as waste lands, but that later the value of the timber, 
if any, be added. Even under these conditions there is a considerable 
acreage of cut-over but reforested land in private ownership. This 
reproduction has taken place by natural reseeding following logging 
operations. As additional lands are cleared a certain percentage can 
be expected to seed in the same way. With some care in logging, 
this new crop could be greatly increased with very little additional 
outlay. Just how far private capital can afford to go in the matter 
of reforestation is problematical. Somewhere between the cost of 
holding land for a second crop that seeds up naturally with little or 
no expense and the maximum cost of holding it where the crop must 
be established by artificial means, is a dividing line beyond which the 
individual cannot go, and here the state must come to the rescue. The 
turning point at best will come soon enough to give the state all it 
can handle. 

As an encouragement to private initiative in the matter of re- 
forestation and to enable it to go further than would otherwise be 
possible, it is commonly proposed to lay an annual tax on the land 
and exempt the growing timber from taxation till cut, the tax to be 
based on a certain percentage of the stumpage value. This investiga- 
tion has led to the belief that the state should go a step farther and 
exempt both the land and the timber from taxation till the timber is 
cut, the accumulated tax against both to be levied then against the 
timber. 

According to figures compiled by E. S. Kellogg and E. A. Ziegler 
in their report on "How Much Does It Cost to Grow Timber," pub- 
lished in American Lumberman for July 24, 1909, taxes on the present 
basis of assessing timber land constitute roughly from 20 to 30 per 
cent of the total cost of growing Douglas Fir, varying according to 
the age at which the timber is cut. So large a proportion of the cost 
falling due annually on a crop which matures only on a long time 
rotation is certain to have a discouraging effect on private initiative 
in the project of reforestation. This is particularly true when it is 
remembered that however effectively the growing crop may be guarded 
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against fire, the owner always takes a chance of having it burn before 
it matures. This is a risk the state should share, as it would do if the 
tax were not paid till the timber is cut. Or, to put it another way 
the state cannot in justice exact a tax on a crop which through no 
fault of the owner may never be harvested. 

Attention has been called to the fact that taxes are a large factor 
in the cost of growing timber. A large proportion of this cost occurs 
as a tax on the land aside from the timber. If the land is assessed 
annually at even a so-called nominal figure, the tax mounts up into 
high figures in long time periods. It requires 80 to 100 years for 
even a rapid-growing tree like Douglas Fir to develop into saw 
timber of good quality. A tax of ten cents per acre, if paid annually, 
and five per cent compound interest is allowed on the payments, 
amounts in 80 years to $97.12 and in 100 years to $261.00. This 
investigation has shown that the greater portion of the logged-off lands 
is still in the hands of the lumbermen, and that very little of it has 
ever been abandoned. 

Among the questions in the circular letter mailed to timber owners 
were these two bearing on the matter of reforestation : 

1. Are you holding your cut-over land for a second cut? 

2. Would exemption from taxation on young growth untU cut, 
and a tax then to be paid upon the stumpage value, influence 
you to hold your cut-over lands for a second cut? 

About 500 replies were received to each of these questions. Of 
this number 13.5 per cent say they are holding their cut-over land 
for a second cut. This showing is significant considering the fact that 
these lands are assessed annually, and that till within recent years 
they were absolutely without fire protection, and indicates that with 
proper encouragement in the way of fire protection and favorable tax 
laws private capital will engage in the business of reforestation on a 
considerable scale. 

To the second question 39 per cent reply that they would hold 
for a second cut if the tax reform as indicated in the question were 
brought about, showing clearly that the present tax system discourages 
private reforestation. In 36 replies is expressed the belief that re- 
forestation is the function of the state, emphasizing a sentiment which 
prevails quite generally that the state should go into the business of 
growing timber on a comprehensive scale. 

This paper endorses the principle of a yield tax as applied to vir- 
gin timber. But it is recognized that a certain fixed amount of revenue 
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must be raised in the state annually. If a change in the method of 
taxation were brought about whereby taxes on virgin timber were to 
be deferred till the timber is cut, the most of the tax revenue now 
derived from this source would have to be apportioned temporarily 
upon other classes of property. Hence to apply the yield tax to all 
virgin timber-land at one time would require changes in the present 
method of raising revenue that would make its adoption impracticable, 
if not unwise. Therefore, as applied to virgin timber, a modification 
of the yield tax system is favored which it is believed will give relief 
where most needed and at the same time will not work a hardship on 
other classes of property holders. 

In the case of cut-over land, however, the yield tax if adopted 
would from the nature of the case take effect so gradually as to create 
no disturbance whatever in the present method of raising revenue, and 
could not affect disadvantageously other classes of property. In the 
first place the total acreage now cleared which would ultimately be 
affected by the change pays a tax revenue which is a mere bagatelle 
as compared with the total raised, and this acreage would be benefited 
by the change only at the option of the owner and as it should prove 
to have been reforested. 

It is , therefore, recommended that as an encouragement to 
private capital to hold cut-over land for successive crops of timber, 
the state should exempt both the land and the growing crop from taxa- 
tion, a yield tax of a certain percentage of the stumpage value to be 
levied against the timber when it is cut. 

CONCLUSIONS 

1. The timber industry is the chief resource of the state, and the 
timber-lands pay nearly nine per cent of the taxes. 

2. Timber-land is assessed at more nearly its true value than is 
agricultural real estate, and city real estate is assessed at more 
nearly its true value than timber-land. Moreover, where sufficient 
data have been collected to warrant comparisons they show that 
the actual burden of taxation on timber-land is generally greater 
than on agricultural real estate and less than on city real estate. 

3. Though still imperfectly applied, forest tax laws are being car- 
ried out with increasing efficiency and uniformity. Taxes on for- 
est property have increased rapidly for several years past. Wheth- 
er it is overtaxed depends largely on how long it is held. Tim- 
ber which will be carried for a considerable period of years will 
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bear an undue proportion of taxes and, therefore, it must be 
concluded that it is the system of taxation rather than the amount 
of taxes which is at fault. 

4. The evidence points clearly to a relation between the present tax 
system and premature cutting. Taxes have not been any great 
factor in hastening cutting in the past, but the present system is 
sure to have a more marked influence in this direction in the future. 

5. Much confusion exists among timber owners in regard to a sub- 
stitute for the present plan of taxing virgin forest land. However, 
preference is expressed for a dual system which would tax the 
land annually and the timber when harvested. Owing to the 
serious di£Sculties in the way of making this substitute, this re- 
port recommends its adoption in part only. 

6. Despite a rather high tax on cut-over lands, they are not being 
abandoned for taxes even when they are known to have no agri- 
cultural value. A large percentage of these lands are restocking 
naturally. Quite a percentage of owners are now holding for a 
second crop. A still larger number would do so under remedial 
tax laws. Undoubtedly a yield tax system would stimulate and 
encourage reforestation on the part of private capital. 

DISCUSSION 

Professor B. P. Kirkland, College of Forestry, University of 
Washington: Professor Miller, who has spoken to you, and others 
who wiU. follow, will deal with the taxation of mature timber. In 
the few minutes allotted to me I will endeavor to throw a little light 
on the relation of taxation to the cost of growing timber. It is 
true that we have as yet concerned ourselves very little with this 
problem. Lumbermen at the present time are more concerned with 
the problem of marketing what they have than of growing more. 
But if the lumber industry is to continue to be of as great importance 
as it has been we will soon have to concern ourselves with growing 
more timber, because timber cannot be grown in a short time, and 
the harvesting of timber crops means preparation in advance. A good 
many say that at the present rate of cutting the timber in Washington 
will last eighty to one hundred years, and that is probably true if 
the rate of cutting is not increased, but it will increase. There are 
some lumbermen present who are interested in the ownership of 
timber-lands, and if you should ask them whether they expected the 
timber on their lands to last them eighty to one hundred years I think 
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you would be informed that they do not expect it to last more than 
twenty to thirty years, or perhaps forty at the outside. If you should 
ask other large owners in the state the same question I do not think 
that any of them would tell you that their holdings were expected 
to last more than twenty to forty years. It is obvious that if no in- 
dividual owner expects his holdings to last more than that length 
of time the timber in private ownership cannot last more than that 
period. That is, the private owners expect to be able to increase the 
cut on their lands sufficiently to dispose of their mature timber in much 
less than eighty to one hundred years, or even less than fifty or sixty 
years. Therefore it seems that the growing of another crop of timber 
is perhaps of more immediate importance than would appear at first 
thought. That is the reason that I am justified in dealing with this 
question exclusively. 

In order to bring out the point I wish to make as to the relation 
of taxation to the cost of growing timber I wish to use a table which 
was really prepared for another purpose, but which will serve to illus- 
trate this point, and as it will be very difficult to make the table 
understood through the spoken word only, I have had it distributed. 
[See Table I., page 58.] This table gives the elements of cost in 
growing timber, including the element of taxation, in order that for 
this discussion I may compare the cost of taxation with the other 
costs. You will note that I give the costs when the owner operates 
under various interest rates. The cost of growing timber varies with 
the interest rate, because interest is one of the greatest elements of 
cost due to the long time it takes to grow timber. The first line of 
the table gives the interest rates under which I have computed costs. 
The first element of cost then under the various interest rates is the 
compound interest on the estimated soil value, on medium quality 
forest soil, the value of which I have estimated at $5 per acre. That 
is somewhat higher than is generally figured upon as the value of 
forest soil here in cases where persons have figured on the state ac- 
quiring non-agricultural land for this purpose, but of course the higher 
we assume this value the more conservative our results become. It 
should first be noted that the soil value itself is not charged up, that 
is, the principal sum is not charged up to any particular forest crop, 
because when the crop is harvested we still have the soil unimpaired. 
Therefore, the amount to be charged to each crop is merely the 
compound interest on the soil value during the time it takes the crop 
to grow. This compound interest, of course, varies with the per cent 
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at which it is computed. As you will see in the table this charge for 
sixty yearSj which is about the shortest time that saw timber can 
be grown in, varies from $24.46 under three per cent interest to 
$284.74 imder seven per cent interest. The next element of cost 
is the cost of stocking the land with young trees. If natural re- 
generation of the forest can be secured without any cost, this item 
would be eliminated, but I have assumed this as an average cost 
which will apply generally in this state, including those areas which 
have to be reforested at an expense of $8 or $10 an acre for arti- 
ficial regeneration. This item is charged up to each crop, because 
it has to be incurred after each crop when the succeeding crop is 
established. The next element is the compound interest on this item 
which amounts to the same as the compound interest on the land 
value. The next is the annual charges for administration and pro- 
tection for sixty years, which I have estimated as twenty cents an 
acre per year. Many foresters have assumed that this charge could 
be carried for five or ten cents a year, but I do not think it can 
be and give the yields which yield tables prepared by the United 
States Forest Service show we can get from Douglas fir timber when 
the land is properly stocked with the requisite number of trees. 
That amounts to $12 for the sixty years, twenty cents an acre a year. 
The next item is compound interest on all the amounts spent on ad- 
ministration and protection from the time incurred until the timber is 
mature. That amounts to from $20.61 at three per cent interest to 
$150.71 at seven per cent interest. Next come taxes under the gen- 
eral property tax. A good many authorities have assumed that forest 
land on which timber is being grown would have to bear an average 
rate of say fifty cents an acre per year during the life of the timber, 
but since the general property tax is assessed according to value of 
the property it is obvious that the tax is at first small on an area on 
which you are growing timber and increases as the value of the grow- 
ing timber Jncreu'ies. In order to explain how I have arrived at this 
increase in taxation, I want to go into it in some detail. I have as- 
sumed that for the first twenty years the taxation would be at about 
the value of the land itself, because the timber crop would have no 
value for utilization at that period and not much apparent value for 
anything. So the first twenty years it would be assessed at the land 
value of $5 an acre, and I assumed on the basis of other authority 
that the general property tax amounted to about one per cent on the 
true value. This morning Mr. Brislawn said that it amounted to 
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1.4 per cent on the true value, which would make these figures some- 
what lower than they should be as regards taxation. One per cent 
on the true value makes five cents an acre per year for the first twenty 
years. Then during the next ten the timber crop comes to have some 
apparent value. Although not yet saleable, it will apparently soon 
have value, and therefore we may expect the assessment to increase, 
and I have assumed a $10 increase during that period, making the 
taxes fifteen cents per acre per annum. From the thirty-first to the 
fortieth years, yield tables prepared by the United States Forest 
Service show that there wiU be a stand on this quality of soil of 
over 3,000 cubic feet per acre, or about forty cords per acre. Val- 
uing this at a stumpage value of fifty cents gives us a timber value 
of $20 an acre, which with a soil value of $5 yields a total value 
of $25 per acre and a tax of twenty-five cents per annum; and a 
similar increase takes place during the remainder of the life of 
the stand, so that it brings the total first cost of taxes under general 
property tax, as near as I could estimate them, up to $26.50 during 
the whole period of the life of the stand. Then comes the interest 
on these taxes to be borne by the owner until the timber is cut. I 
have assumed the general property tax only in the last three columns, 
and the interest amounts from $31.67 under the 5 per cent rate to 
$67.85 under the 7 per cent rate. With the first three classes of 
owners I have assumed a yield tax of 25 per cent which is what the 
federal government pays on a national forest. I will not go into that, 
however. 

In order to compare this cost of taxation with the other costs, I 
have summarized this table in Table II. [See Table II., page 61. J 
The first item is the total first cost of stocking the land with trees 
and the annual cost except taxes, which amounts to $17 an acre in all 
cases. Then the next is the accumulated compound interest on all 
amounts invested except taxes. This compound interest item amounts 
to $69.53 at 3 per cent interest and from that amount to $720.19 at 7 
per cent interest. Then the next item is taxes and interest on taxes 
under the general property tax. That amounts to from $58.17 at 5 
per cent interest to $94.35 at 7 per cent interest. The percentages 
here are the main thing. Under the five per cent interest which is a 
rate which the large corporation would probably work under owing to 
its being able to go into the money markets of the world for its capital, 
the first cost of stocking the land amounts to 5.5 per cent of the total 
cost of growing the timber. The accumulated compound interest on 
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these amounts to 75.7 per cent of the cost of growing the timber, while 
the taxes and interest on taxes under the general property tax amount 
to 18.8 per cent of the cost of growing the timber. Where the interest 
rate is higher it of course increases the percentage cost made up by the 
accumulated interest on the amounts invested, and it decreases the 
percentage somewhat of taxes; but as relating to this tax discussion 
the per cent of the taxes under the general property tax is the main 
point I wish to bring out. The table shows that it costs the owner, 
working under the five per cent rate, 18 per cent of the cost of grow- 
ing the timber for the taxes. I think there is no question but what 
a larger percentage of the cost of growing timber is paid out for 
taxes than the taxes amount to in the case of other industries. If 
that is the case the general property tax applied to growing timber 
is inequitable. Furthermore, any yield tax would be inequitable that 
amounted to so high a per cent of the cost. 

E. T. Allen, Forester, Western Forestry and Conservation Asso- 
ciation: We tax reformers are prone to get several laps ahead of 
our own game. We take it for granted that reform is desired, then 
study systems in Europe and elsewhere, get up little plans of our 
own, quarrel among ourselves as to detail and use occasions like 
this to air our own conclusions. So when I was asked to discuss 
Professor Miller' paper, I wrote a very beautiful reply which as- 
sumed he would cover all general principles and then bring on his 
remedy, leaving me only to show that his remedy is pretty good 
but my own is better. 

I have decided, however, not to take your time with this display 
of my wisdom as to detail, but instead to discuss some of the general 
principles as a supplement rather than a criticism of Professor Mil- 
ler's paper. We would-be forest tax reformers have for years been 
trying to evolve a practicable yield tax, all the while feeling that we 
should not hurry — merely sow a little seed — and when the time is 
ripe bring out what every one is then ready for, a perfect yield tax 
system for the Pacific northwest. Now, however, we seem to be 
making the important discovery that, instead of having the situation 
in our own hands with plenty of time for study, somebody is likely 
to start a back-fire against us and aU our energy is going to be needed 
to combat worse taxation instead of seeking better. 

Whether this is true or not, it seems to me that the greatest ob- 
stacle in the way of improvement is the lack of general public under- 
standing of forest economics — of the fundamental primer principles 
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of forest industry. If anyone were to produce a perfect scheme for 
forest taxation, you would be likely to say, "That sounds pretty 
good, but what do we know about it?" You would not feel sure it is 
perfect. But if it were a scheme for taxing orchards you would feel 
competent to pass on it. Our trouble is that we have not taken people 
into our confidence in every step and taught them the rudimentary 
business factors that govern forestry and lumbering. 

If you were a member of a German or Swiss community that 
manages forests itself, so you knew all the costs and profits of grow- 
ing and selling trees as well as you now know your own business or 
even that of growing wheat or apples, you would feel competent to 
say what tax the industry might bear. But forest industry has never 
been regarded as a single industry here. The consumer sees only the 
retail price of boards and, if he lives in South Dakota and pays $33 
a thousand for common grades, never dreams that the mill may have 
been glad to get $6. Our mill worker often sees neither tree nor 
market and gets little beyond the fact that his wages don't keep his 
children properly. He don't know what determines the wages that 
lumber can pay and still be made. Our settler may know little more 
than that a timber claim was once worthless but now is worth even 
more than his farm. Few of us see forest industry as a whole, pres- 
ent and future, so as to be competent to legislate for its best use for 
all of us. 

As an example which did as much as anything to make me aban- 
don my paper and speak off-hand on these subjects, we have heard 
sincere and intelligent men say today that the problem of forest 
taxation is merely to get back for the community alleged vast and 
unearned profits of timber speculators, and particularly to prevent 
them from making more out of the Canal which we, not they, have 
built. If I may step to the blackboard a moment, I want to show 
you how easily we may figure mistakenly on such matters. 

We have gotten in the habit of believing the timber speculator 
has the key to vast profits. I suppose he once believed it, too. He 
may have thought, just as a critic said today, that because Minnesota 
pine went from nothing to $12 a thousand, Washington fir would do 
so also. It looks as though all he has to do is to buy cheap and wait, 
passing on to the consumer eventually all the carrying costs of in- 
terest, taxes and the like. But the fact is that interest, not what 
happened in Minnesota, governs the transaction, and it is governing 
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in a very different fashion out here today for reasons which I shall 
try to show you. 

Whatever timber may be saleable for, that sum is worth current 
interest. You can put the money in the bank or invest it in business 
and receive the interest compounded. The same is true of taxes paid 
on timber, of fire prevention costs. In short, to break even on a 
timber investment, without profit, you must double the sale price 
every so often to get back what it has cost and this cost has already 
gone back to the community. The cycle in which it must double 
merely to break even varies with original cost, interest and other 
carrying charges, but the average is said to be not far from eight 
years. So if it is worth $2 a thousand today, it must be worth $4 
in 1922, $8 in 1930, $16 in 1938, $32 in' 1946 and $64 in 1954, fifty 
years hence. This without any profit. 

On the other hand, selling prices are not going up at any such 
rate. They did for a few years, while jumping from 25 cents to a 
dollar or two when the timber was first picked up, and big profits 
were made then by those who sold right. But they haven't gone up 
at all for five years and our speculators are worse off than they 
were then because the carrying cost has continued compounding. And 
it always will, inexorably, doubling every few years. In some cases 
it has already reabsorbed all the profit; it must in every case if the 
timber is held long enough, for there is a limit to what the consumer 
will pay. Certainly our illustrative $64 a thousand in 50 years is 
beyond that limit. And some of it must be held that long unless it 
is terribly slaughtered and shipped abroad, for our own consumption 
won't use it fast enough. 

So you see you don't need to make any special effort to tax the 
"unearned increment" out of the timber speculator. He is dropping 
it every year. And realizing this himself now, he is selling and will 
sell as fast as he can, continually satisfied with less and less profit for 
fear he will be the one to get caught at last by a heavy loss. 

This situation alone is known by all students of forest economics 
to effectually preclude any danger of trust and monopolistic extortion 
in timber. But our interest today is not whether or not the spec- 
ulator loses. It is how we are affected. Certainly we do not want 
to force cutting to the extent of great waste and foreign export, re- 
ducing values, reducing tax return accordingly, and eventually de- 
priving ourselves of resources. Insofar as taxation affects the sit- 
uation we want a system which will help, not hinder, the keeping of 
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our forests for American consumption and maintain on a sound busi- 
ness footing the forest industry which brings more money into the 
Pacific northwest to help everyone of us — farmer, laborer, doctor and 
merchant — than our wheat, wool, fruit, dairying and fisheries com- 
bined. It need not make forests pay less taxes, but it should enable 
them to pay them safely and equitably. And none will regard such 
a system with suspicion when he really understands as much about 
the governing business factors of growing, manufacturing and sell- 
ing forest products as he does about producing other common com- 
modities. 

To bring about such an understanding, so forest tax reform 
will be approached sympathetically and competently because recog- 
nized as a community necessity, is more important now than discuss- 
ing details of any proposed measure. We may be sure, however, that 
some form of yield tax will be adopted. History elsewhere has 
proved this. Probably it will be tried out on cut-over lands first, 
because this is so evidently to the community's interest and there is 
no chance to suspect the owner of making too much at best. 

I think it will also be extended to mature timber. Under our 
conditions it must then make the county that is cutting heavily con- 
tribute to the county not yet cutting much; the latter to return its 
debt when the former is cut out. If altogether they do no cut enough 
today, it may be necessary for the state to bridge the lean period 
by bonds. But all these things can be done with eventual profit 
and none will think them wild or radical when the advantage is 
realized. 

With regard to cut-over land, some authorities will recommend 
a pure yield tax; others a fair annual land tax and no yield tax on 
the ground that no crop can be justly taxed; and still others believe 
in a combination. Each plan is just; it is a question of expediency. 
I am inclined to think that here out west where we have roads and 
schools to build and a pioneer population has a pretty hard time and 
a heavy tax load anyway, it may be hard to persuade people that 
even cut-over land should be totally exempted now, even for the 
sake of a compensating yield tax years hence. I think it may be 
easier to get a system which taxes such land annually but promises 
the forest grower complete exemption of the new crop. But these 
are details. What we tax students need is that practical men shall 
help us to say which system is surest to be tried. And above all we 
want to make the people at large understand what we are trying to 
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do and why. The problem is educational rather than technical today. 

T. S. Adams, Professor of Economics, University of Wisconsin, 
Member Wisconsin Tax Comimssion: I want to endorse in a general 
way what the preceding speaker has said. What we need in the 
present stage of tax reform is facts. The problem is to overcome 
indifference, not to devise exactly correct financial systems. First 
of all we must convince the average voter that forest taxation is in 
need of reform. If we can do that, the corrective legislation will 
shape itself naturally. We in Wisconsin feel the great social dis- 
advantage of disappearing forests. We have seen towns built up 
around lumber mills, whole districts become dependent on that in- 
dustry, wealth invested and property created, and have seen them all 
vanish and disappear. This is a real problem and needs for its so- 
lution education more than anything else. Professor Bullock has de- 
vised for the state of Massachusetts a highly ingenious system of for- 
est taxation which will probably be enacted into law, and Prof. 
Fairchild has done the same thing in Connecticut; but all this is 
secondary to a diffusion among the people of the knowledge that there 
is a real evil staring us in the face and a real necessity for action. 
I think also that the speaker was wise in emphasizing the fact that 
remedial legislation should not be based upon any desire merely to 
protect the timber owner. Owners of timber-lands are not, in my 
opinion, in any position to ask for favors on their own account. No 
favor or exemption should be granted which is not to the positive 
advantage of the entire community. Tax reduction should be granted 
because it is for the benefit of the people and not because it is for 
the benefit of the timber owner. Starting with that hypothesis, how- 
ever, I believe that if the people study the situation, they will become, 
as they understand it more thoroughly, convinced of the necessity for 
more lenient and more farsighted legislation designed to preserve 
the timber ^nd forest product industries. 

Mary G. O'Meara, Financial Secretary, Washington Single Tax 
League: I was very much interested in this discussion of the yield 
tax, and it seems to me that there is a vital distinction that was not 
recognized in referring to what a yield excess is in the two cases of 
an old forest and a forest which would be produced by re-foresting. 
I think that whatever our present tax laws are the general public 
is interested in taxes, in tax reform, either from the point of view 
of securing more justice or serving public policy. Now, there is 
rto question but what something must be done to prevent the denuding 
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of forest lands. For instance, these figures put on the blackboard 
show that speculation in timber-land in the State of Washington 
has overshot itself. If I start a silk store or a chicken ranch, the 
tax laws are not adapted to secure me interest on my investment. 
It is up to me after having done that sort of thing. The tax laws 
are not figured out to see that I have not lost out on the interest that 
went into that business, and it does not seem to me that anything 
should be done to attempt to protect the people in that. The timber 
business is the leading business of the state without question, but that 
is no merit in us or in the timber owners. The timber business is 
the leading business because the forests were here when we came, 
and the fellows that got that land at the right time have made a 
big haul off of it, and a little bit has filtered down to many of us. Not 
so much as some would like to see, but some has filtered down to all 
of us. But that does not mean at all that the policy of placing a yield 
tax on this timber that was here when we came, which has been 
boosted now to a high speculative value in order to protect the last 
speculator, has any value. Throwing the timber on the market cheap 
might be an advantage for the general run of us, if putting a tax on it 
would be to cause them to sell it. The idea of protecting the man 
who has got into that business independently of how wise his judg- 
ment was in going into it, it seems to me, ran through all these 
papers. I would say that would be a sound public policy if it was 
applied to all business. I believe that is the idea of socialism. I am 
not a socialist. I am a single taxer, and the single taxers would not 
think of applying that line of thinking to other forms of business. 
I do not think that a business should be looked into to see whether 
the fellow who goes into it will come out even or uneven before you 
decide to tax him. 

W. H. Reed, Chairman Board of County Commissioners, Pierce 
County. 1 think that the gentlemen who spoke on the subject were 
aiming to convince the people here that it was the welfare of the 
state and not the welfare of the timber owners that they were speaking 
for. I think they were trying to convince the people here that it 
was advisable to tell the truth, that it was a question of helping the 
state and not destroying this industry which was of such great ad- 
vantage to all the rest of the people other than the timber owners. 

Will Atkinson of Seattle: I agree with much that has been said 
this afternoon. Undoubtedly we need education on this matter, but 
I do not agree with the suggestion that this is a mere matter of expe- 
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e 
dience. This question or any other question can only be settled 

properly on the basis of justice, of justice to the timber owner, to 

the miUman, and to the people of this state and aU the union. 

One of the gentlemen who spoke this afternoon, it seemed to 
me, confused the interest of the timber speculator with the logger and 
the millman. Far from those interests being identical, they are ab- 
solutely opposed. What the logger or the mUlman gets he earns. 
What the timber speculator gets he gets as a leech upon the body 
politic. The figures that have been given this afternoon are hardly 
accurate. The suggestion of an increase in stumpage from $2 to $4 
in eight years — I think the gentleman with the knowledge that he has 
of the timber business could have cited many instances of an increase 
from $6 to $120 an acre on timber within six years. If he cannot I 
wiU be glad to. These enormous profits to the speculator are at the 
expense of the legitimate business men, every taxpayer and every 
man, woman and child in the community. We cannot look out for the 
interests of the speculator unless we are ready to sacrifice to his in- 
terest the interest of every one else in the community. 

E. T. Allen: I rather feel that an issue has been drawn with 
me. I do not understand that it is the purpose of any yield taxer, 
any advocate of approach to what we call scientific forest taxation, 
to make anybody pay any less tax, or any less just tax. The con- 
tention of the yield taxer is that it is not right to ask a man to pay 
a high tax, an uncertain tax, a tax which jumps up and down with the 
vagaries of county oflScials and legislatures so that he cannot place 
his business with any intelligence, that keeps him up in the air and 
worried. He does not think that is fair; he objects to that. He thinks 
that is inherent in the general property tax. He is willing to pay 
aU that he should pay, all that the community thinks he should pay, 
assuming that it is going to be fair, when he has the revenue where- 
with to pay, as with most other people when they pay their taxes. 
Nobody proposes that the timber owner should have his tax exempted. 
They only propose that he pay it at the right time, and perhaps he 
could then well afford to pay even more than he does now. 

Thorwald Siegfried of Seattle: It occurred to me that the fig- 
ures Mr. Allen put on the board showed very clearly that in fifty 
years it is necessary for the values to rise in proportion of two to 
sixty-four, that the difficulty lies in having the status of the timber 
an unknown asset. 
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As Initiative Measure No. 11 is the direct result of the eight 
year agitation I have carried on for the collection of fair economic 
rents from those controlling our fishing privileges, it naturally affords 
me great pleasure to accept the invitation of our State University to 
present to this conference of experts the economic principles on which 
the measure is based. 

Taxes are contributions to the public treasury for protection in 
the use of property belonging to the one making the payment. Eco- 
nomic rents are contributions to the public treasury for protection in 
the use of property not belonging to the one making the payment. 
A farmer makes $10,000 worth of improvements on his farm. This 
is his property — ^the product of his own skill and effort, and it belongs 
to him and his family as against the world. For protection in its use 
he pays a tax of say $150. 

Across the road from this farmer is the county farm, which, 
since the county does not need it, is rented for $400 a year. 

Those who are pushing Initiative Measure No. 11 believe that 
the difference between taxes and rents is more profound than the 
difference between "up" and "down," or between "north" and "south." 
At the center of the earth every direction is "up" and there is no 
"down." At one pole every direction is "south" and there is no 
"north," while at the other pole every direction is "north" and there 
is no "south." But there is no point at which "taxes" become "rents" 
or where "rents" become "taxes." 

Private property — ^the only sort that can be taxed — ^is normally 
individually-made. Public property is mostly population-made value. 
Individually-made value is value created by individual labor. Popu- 
lation-made value is value created by the mere needs of people — not 
at all by labor — and is measured by the number of people who need 
a given natural resource. It is therefore always attached to some 
natural resource. As instances of individually-made values we may 
name stoves, houses, farm clearings, all food, clothing and other mer- 
chandise, farm raised horses (but not wild horses) ; trees planted and 
raised by human labor (but not a virgin forest) ; fish in artificial pre- 
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serves (but not "wild" fish), and machinery used in generating and 
transmitting electrical power (but not the power site). As examples 
of population-made values we may name power sites, natural forests, 
mines, "wild" land, "wild" horses, "wild" fish and ground values of 
city property. 

As already shown, individuaUy-made values and community-made 
values are antithetical. The collecting of fair annual rents from 
those controlling population-made values is a blessing to the com- 
munity. The collecting of taxes from those controlling individuaUy- 
made values is a curse to the community. Let us summarize the effects 
of collecting taxes from those who control individually-made values 
and of collecting rents from those controlling population-made values. 

The collection of taxes from individuaUy-made values (1) will 
increase the cost of living, because most individually-made values 
pass through the merchant's hands and he shifts the tax to the con- 
sumer by adding it to the price of merchandise; similarly a tax on 
buildings raises rents; (2) will create involuntary idleness, because 
taxing any industry penalizes effort in that industry and so lessens 
employment; (3) will penalize industry; (4) will retard progress 
and development; (5) will put the bulk of all taxes on the farmer 
and wage-worker because nearly all taxes are borne ultimately by 
the consumer, and the farmers and wage-workers constituting the 
bulk of the population pay the bulk of all taxes. 

The collection of rents from those controlling population-made 
values (1) will decrease the cost of living, because by forcing natural 
resources into use the cost of food and clothing will be brought down; 
a rent collected on all lots will encourage building and lower rents; 
(2) will abolish involuntary idleness, because the collection of a fair 
economic rent from all who control natural resources will force them 
into use and will thus give steady employment to every man and 
woman for the full product of their labor; (8) will penalize only the 
parasitic speculator; (4) will encourage development and progress; 
(5) will remove nearly all the burdens of government from the farm- 
er and wage-worker, because as the wage-worker controls practically 
no natural resources and the farmer very few, these classes will pay 
very small rents to the state. 

I could easily give a hundred antitheses of the effects of taxes 
collected from the owners of individually-made values as compared 
with rents collected from the lessees of population-made values. 

In the gathering storm vaguely called "labor troubles" the po- 
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litical economist who has not clearly perceived the fundamental dis- 
tinction between individually-made values and population-made val- 
ues will be as helpless and useless as a captain at sea in a storm 
with neither chart nor compass. Whether the individually-made 
value is a farmer's clearing, a wage-worker's house, a merchant's 
stock of goods or the $1,000,000 equipment of a railroad, makes not 
the slightest difference — a tax on any of these will be shifted to the 
ultimate consumer, who in the main is the farmer and the wage- 
worker. 

No railroad in Washington pays any tax whatever. A given rail- 
road is valued at $50,000 per mile, and the state tax commission 
permits it to earn $3,500 net. To do this rates are fixed; coal for 
a given haul pays, say, 60 cents per ton. Now if we wish to collect 
a tax of $800 per mile we must allow the road to collect more freight, 
say 70 cents per ton instead of 60 cents for the given haul. The 
railroad collects the tax plus a profit, from the dealer; the dealer 
collects the tax plus two profits, from the wholesaler, who adds it 
to his price and is paid by the retailer, who collects it plus from four 
to six profits, from the consumer who is usually a wage-worker or a 
farmer. 

No street car company pays any tax in Washington. To collect 
a tax from a street car company you must permit it to sell only six 
instead of a possible eight tickets for twenty-five cents. 

Initiative Measure No. 11 is unique in that it is the first step in 
a course which will ultimately enable us to abolish every tax that 
in any way penalizes industry, while at the same time it wiU furnish 
funds for substantial quarterly dividends to every citizen, as are 
now being paid in many foreign municipalities. This plan has been 
endorsed with great enthusiasm by the Washington State Grange 
with a membership of 18,000, and by the Washington State Federa- 
tion of Labor with a membership of 25,000. It will annually return 
to the people the more than $100,000,000 now stolen by speculators. 

It is a disgrace to this state to permit speculators to steal more 
than $100,000,000 a year of values produced by all the people, and 
then by juggling with figures to pretend to collect taxes from rail- 
roads and other public service corporations. 

As most taxes are curses to the community and should be sup- 
planted by rents collected from those controlling population-made 
values, for the university to call a "tax" conference instead of an 
"anti-tax" conference, reminds me that for many years the Woman's 
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Christian Temperance Union had a committee on "Sabbath Desecra- 
tion." Finally the humor of the name dawned on the good sisters 
and they changed the title of the committee to "Sabbath Observance." 
I hope that some time our state university will call an "anti-tax 
conference. 

THESE PRINCIPLES APPLIED TO THE FISHERIES 

Fish royalties are merely rents collected from those who wish 
to catch our fish, precisely as rents are collected from those who wish 
to cut timber in state forests. There can be no question whatever as 
to the principle. The only possible question is as to the amount of 
the royalty. I am very sorry that no one is here to present the side 
of the trap-men and cannery-men; but during the eight years that I 
have been working for fish royalties I have never been able to arrange 
for a joint discussion. For some weeks past the Seattle Central Labor 
Council has been trying to arrange for a public discussion between 
myself and some man representing the fishing interests, but so far it 
has not found anyone who wiU consent to speak for the fishing in- 
terests. As there is no one here to sepak for the fishing interests, I 
shaU. not dwell on the rate of the royalties but shall confine myself 
to the principles on which the bill is based. 

Every legislature since the state was admitted has been controlled 
by the big interests of the state as is clearly shovra by the fact that 
every legislature has refused to submit a direct legislation amendment, 
thus telling the people to keep their mouths shut and not meddle in 
politics. Among other infamous legislation passed by the fishing, tim- 
ber, traction and speculative interests was the secrecy clause (Sections 
5225-26-27, Remington and Ballinger's Code), providing a fine up 
to $1,000 and imprisonment up to one year for "each offense" if the 
state fish commissioner allows any assessor to examine the records 
of his office to learn how many fish were caught in a certain trap or 
how many cases were packed by any individual or company. As the 
penalties were for each offense, for each item of information, the 
state fish commissioner would be liable to fines aggregating many 
millions of dollars and to imprisonment for some 3,000 years for 
merely allowing the assessor of Whatcom County access to his books. 

Since this bUl was framed we have had a grand jury in What- 
com County. The records of the fish commissioner's office have been 
opened. We know that it costs less than $3 per case to catch and 
pack and sell a case of salmon. Just how much less than $3 per case 
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the figure may be we can't determine, but it is below $3. The price 
of sockeye is often $7 and up to $10 per case. For 1909, the 
year of the big pack when prices were low, the average price was 
$6.75. As the cannery-men acknowledge that it costs them less than 
$3 per case to catch, pack, and sell, there is left $3.75 for royalty to 
the state. The bill provides for a royalty of only 70 cents per case 
on sockeye and of only two and a half cents on chums. 

After allowing for labor and 15 per cent depreciation on entire 
plant the cannery-men acknowledge that the net profit on entire cap- 
ital was as follows for the years named: 1902, 51.8 per cent; 1903, 
76.01 per cent; 1904, 66.3 per cent; 1905, 84 per cent; 1906, 44.4 
per cent; 1907, 28.6 per cent; 1908, 23.7 per cent, and 1909, 90.8 
per cent. The big profits come in the big years, 1905-09-13, etc. 

Royalties running from two and a half cents per case for chums 
up to 70 cents a case for sockeyes will hurt no one; they are ridic- 
ulously low. We are fighting merely for the principle of getting 
some rent for our property which is being used by the trap-men. 

You have heard the story of the creamery association conducted 
by Yale professors of political economy. Some Yale professors of 
political economy, so the story goes, believed — as do we farmers — 
that the same principles shoidd govern in both public and private 
business. They differed from us, however, in this: we farmers be- 
lieve in applying to public business those principles which have 
worked well in private business, whUe those professors tried to apply 
to private business the principles which they had taught should gov- 
ern in public business. 

The sole product of the community is population values added to 
natural resources which the Yale professors had taught should be 
given away, the stockholders (voters) assessing (taxing) themselves 
every year to make up the deficiency. As the sole product of the 
creamery was to be butter, the professors proposed to be consistent 
by giving away all their butter. As population-made values are com- 
monly given away to the leading men of the community, so the pro- 
fessors proposed to give all their butter to President Hadley. At 
first there was great enthusiasm over this attempt to show the farmers 
how business should be conducted, but the heavy annual assessments 
needed to pay running expenses cooled their ardor. Finally Professor 
Taft came and was made president of the association, purchasing 
the usual twenty shares of stock at par value of $50. The receipt 
of his first annual assessment (tax) made Professor Taft suspect 
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that something was wrong, and he investigated first the butter-maker 
and then the manager. Finding nothing out of the way, he worried 
so much over his assessment that he attracted the attention of his 
little buttons, who finally made bold to say, "Massa Taft, my ol' 
mammy say dat if you all would only sell yo' buttah, 'stead of gibbing 
it aU away you'd jest coin money, 'stead of des yer tarnal 'sessments." 

Mr. Taft's "judicial poise" led him to give this advice due con- 
sideration. The more he thought the more the light dawned upon 
him, and finally very early next morning he called the stockholders 
together and said, "You all know that I am a conservative man. I 
hate precipitancy. The old always has a warm place in my heart. 
Yet as chairman of the Yale Professors of Political Economy Cream- 
ery Association I will entertain a motion that a committee be appointed 
to visit the Farmers' Cooperative Creamery at Podunk Corners, secure 
a copy of their articles of incorporation and revise ours to corre- 
spond with theirs, for I am fully persuaded that the only way to 
successfully carry on a business is to sell the values produced." 

President Hadley immediately protested that such a bourse 
would be manifestly unfair, as he had sold much of his stock to in- 
nocent purchasers who would be injured if the association sold its 
butter instead of giving it to him as it had been doing. Said Pres- 
ident Hadley, "My stock was paying me such good dividends that 
I sold five shares to my mother-in-law for $2,000, and three shares 
to a friend for $1,200, who invested the money of some orphan wards. 
Manifestly it would be a wanton attack on property rights for you at 
this late date to begin to sell your butter instead of following the 
plan in effect from the beginning, namely, of giving it to me and of 
raising money for running expenses by annual assessments." What 
was finally done the story does not state, but the moral is plain. 

Trap-men, purse-seiners and others are absolutely without shad- 
ow of vested rights. They are precisely in the position of loggers 
who have as yet made no contract with the state for cutting a cer- 
tain piece of timber next year. They are in the position of men 
who wish to continue to mine coal after the old contract has expired. 
Manifestly they can have no vested rights in the case. By their 
own confessions supplemented by evidence secured from the records of 
the state fish commissioner's office, they are making profits far in 
excess of those made in any other business in the state. There is no 
possible reason why they should not pay this small royalty into the 
public treasury, thereby lowering the taxes to be paid by farmers and 
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wage-workers, for these latter pay not merely what they seem to pay 
but also many other taxes, because farmers and wage-workers consti- 
tute the bulk of the population and as consumers they pay ultimately 
all taxes assessed against all stores, against all railroads and against 
all other individually-made values. 

There are only two genuine taxes, income and inheritance taxes, 
which are not shifted finally to the consumers. The income tax has 
been taken up by the national government, so we may ignore that. 
Inheritance taxes to secure $38,000,000 a year would be so heavy 
that they would drive people of large wealth out of the state. All other 
taxes curse wage-workers and farmers, raise the cost of living, 
penalize industry and create involuntary idleness. Therefore, the 
sole recourse is to rents. Most natural resources have passed into 
the hands of private owners, but our fisheries are still in the pos- 
session of the state, and we should collect from them a fair annual 
rent. Sometime we shall so amend our constitution that we shall 
be able to collect rents from our timber, from our power-sites, from 
our mines, from our wild land, from the population-made value of 
our city lots, and from other natural resources. When we have done 
that we shall have abolished not merely the parasitic speculator but 
also the high cost of living and involuntary idleness. We shall then 
have funds not only to pay the $38,000,000 annually needed by our 
present state and local governments, but also to pay substantial divi- 
dends quarterly to every citizen of the state — precisely as the Yale 
Professors of Political Economy Creamery Association could pay div- 
idends when it began to sell its product instead of giving it away. 

DISCUSSION 

Professor Vanderveer Custis: I want to say a word or two about 
the program in regard to this subject. We wrote some time ago to 
certain representatives of the fishing industry and told them that 
we were going to have this subject under discussion, and that we 
should like very much to have them represented here. They said they 
would like very much to have put upon the program a speaker they 
would nominate. We replied that we would be very glad to have 
them do so; and nothing happened for some time after that. We 
then wrote to them again and told them we wished they would give 
us the speakers they had promised, and when nothing further oc- 
curred and it was getting late, we wrote to another representative 
of the same organization. The only reply that we got was one 
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which said that it was too late in the day to prepare a paper, and 
criticised us very severely. I simply make that announcement because 
I think that there are several points in regard to which there is much 
to be said on both sides, and it is unfortunate that there has been 
some slip by which they are not represented. 

I am perfectly free to confess that I have not studied the fishing 
industry, and I am not prepared to discuss that question. I should 
like to point out, however, that the fact that a great number of cases 
of fish are produced to be sold at a price which is very much less 
than the price ordinarily received does not prove very much. It 
might possibly be the result of a very simple economic principle under 
which goods are frequently sold in one market at a price so low 
that it would not be possible to sell them for the same price in all 
markets. We frequently hear of goods being sold abroad cheaper 
than at home; and that is done not only under cover of the protective 
tariff, but it is done by English organizations, England being a free 
trade country, and in numerous other cases. 

T. D. Davies, County Assessor, Snohomish County: I would like 
to ask Brother Kaufman what effect the proposed initiative bill is 
going to have on the small fisherman. I understand that the small 
fishermen claim they are going to be put out of business. 

Mr. Kaufman: I do not see that that cuts any figure. We 
cannot afford to give up $2,000,000 annual rent from our fisheries 
because there are two or three hundred gill netters that cannot afford 
to pay five cents a fish. I do not think it cuts any figure. I do not 
think five cents a fish is going to affect most of them. We want the 
rent. I have in my hand here the figures on the output for several 
years. There is a big year and then three small years and then a 
big year ranging from $7,000,000 to $13,000,000. That is what they 
are selling. Taking out what they claim their total expenses are: 
wages and 15 per cent depreciation on their plant, and the remainder 
is the net profit according to their figures. We cannot afford to lose 
all that because two or three hundred gill netters say that they cannot 
make a living. If they cannot make a living let them go into some- 
thing else. 

Professor Custis: What are those figures? 

Mr. Kaufman: The state fish commissioner is appointed, of 
course, by law. He makes annual reports. These annual reports 
have always been regarded as a joke. I will guarantee that unless 
you are an expert accountant you cannot understand them in two 
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weeks — I studied these for three weeks before I saw head or tail 
to them. I will give them to you and I do not think you can bring 
me back an intelligent answer in the morning. I spent three months 
in analyzing these things. These tables are from the figures which 
the trap-men themselves made under oath to the state fish commis- 
sioner. 

These are the totals for the entire state. Mark particularly that 
these figures include the "expenses" of all sorts of fishing in the 
entire state, salmon, oyster, halibut, etc., but the "sales" only of 
salmon. Therefore, the percentages of profit are lower than they 
should be; but from the way in which the returns are made we can 
get no better data. Under "plant" is given the total; under "capital" 
is given the total. It is impossible to separate the different sorts of 
fishing. 

Following is the per cent which the gross profits were of the 
plant value — the way most farmers reckon profit. Most farmers 
reckon the farm (land and buildings) at a certain sum and use this 
as a base for determining profits, neglecting cash, stock and imple- 
ment values. While this is not a correct method, still, to get a fair 
comparison, we must do the same with the salmon industry. 

The gross profits are the output less wages. From this gross 
profit we must deduct for depreciation, supplies, etc. As the re- 
ports of the trap-men and cannery-men to the state fish commissioner 
do not give data for determining net profits, we give merely : ( 1 ) the 
per cent gross profits are of plant value — ^the usual way of reckoning 
farm profits; (2) the per cent gross profits are of entire capital, that 
is, of plant value and cash capital — the usual way of reckoning manu- 
facturing profits. 

It must be remembered that under "wages" is included the wages 
of aU salmon fishermen, all oyster-men and all halibut fishermen, 
whether working for the cannery-men or for those who sell to the 
cannery-men. As the state gets nothing for its fish, the sole cost to 
the trap-men is in catching and canning them. Hence to get gross 
profits we deduct wages from output. The fish commissioner's re- 
ports give no data as to supplies used only once, as netfielding, cans, 
cases, etc., as distinguished from piling, cannery plant and other things 
that are used year after year. But these items, cans, netfielding, etc., 
are relatively unimportant. Cans cost 25 cents per case which sells 
for over $5; netfielding, piling and labor cost less than $6,000 on 
a trap that has caught over $200,000 worth of fish. 
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Following is a table, compiled from the sworn returns made to 

the state fish commissioner by trap-men, cannery-men, purse-seiners 

and others: 

Per cent 
gross profits 
are of 
Operating entire 
Year Output Wages Plant Value Capital plant value 

1902 $6,731,870 $2,501,650 $4,631,618 $2,187,600 91.4 

1903 7,907,405 2,593,704 4,234,395 2,071,225 125.5 

1904 7,495,921 2,573,275 4,498,110 1,909,500 109.4 

1905 10,361,363 3,018,665 3,715,640 4,365,000 197.8 

1906 7,069,979 3,024,795 3,671,935 4,199,200 110.0 

1907 6,806,520 4,014,040 3,598,920 4,284,200 77.7 

1908 6,525,690 4,029,675 3,601,686 4,225,000 69.3 

1909 13,534,010 4,034,705 4,756,278 4,825,620 199.9 

1910 7,622,122 3,514,865 4,662,635 4,570,000 88.0 

1911 13,474,078 4,416,709 5,858,810 5,130,000 154.6 

1912 7,964,346 3,797,865 5,994,895 3,940,450 66.6 

One very noticeable thing is that wages and plant value and 
operating capital are only slightly different between the "big" years 
and the "small" years, for as everyone knows in the salmon industry 
there is a big year for sockeye and then three small years ; for hump- 
backs a big year and then a smaU year. Thus every fourth year is 
a big year for both sockeye and humpbacks. Yet in 1909 with an 
output of $13,534,010 wages were but $5,030 greater than in 1908 
with an output of only $6,525,690. 

The proposed royalties are ridiculously low. Year after year 
there are packed 300,000 to 400,000 cases of humpbacks for which 
the cannery-men do not expect to receive more than $2.60 to $3.00 
per case. Sockeye run in larger numbers and so can be packed 
more cheaply than humpbacks. The average price of sockeye for the 
big year of 1909 was $6.75. It can be readily seen that with a good 
profit on humpbacks at $2.60 to $3 per case, there must be an enor- 
mous profit on sockeye which often runs up to $10 per acre. 

Fishermen catch halibut one at a time with hook and line for 
four cents per pound. Think of the profit in catching sockeye where 
a single trap catches 100,000 sockeye in a single day! 

Trap locations in this state are worth $45,000,000 at a very 
conservative estimate. The small license fees the fishermen pay do 
not reimburse the state for the expenses of the fish commissioner's 
office. The proposed royalties, although imposed on fish caught to 
prevent waste at the traps, may well be reckoned by the case as 
follows : 
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Average price per case 
Name of fish — Royalty per case for big year of 1 909 

Sockeye 70c $6.75 

Spring 60c 6.25 

Silver 20c 4.75 

Chum 2%c 2.65 

Humpback 7c 2.70 

As millions of cases are packed for which the cannery-men do 
not expect to receive more than $2.60 to $3; and as sockeye which will 
pay 80 per cent of all royalties can be packed more cheaply than 
any other salmon, it is plain that the proposed royalties are ridicu- 
lously low. 

Royalties are similar to stumpage. Fish-men claim that we are 
singling out the fishing industry for special taxation. This is wholly 
untrue. This bill merely places fish on a par with timber. When 
standing timber had no stumpage value anyone could cut timber any- 
where on the public lands. Now, however, we "sell" timber, the 
price being called "stumpage." When salmon had little value anyone 
could catch them. Now that they have become valuable we propose 
to sell them, the price being called "royalties" and being precisely 
what "stumpage" is for timber. 

These royalties are in no sense a tax; they are merely the selling 
price, precisely as the state sells timber for so much per 1,000 
feet; more for valuable cedar and fir; less for hemlock; more in a 
good location near tide water; less in a poor location; more where 
the timber runs many millions of feet per quarter section; less where 
timber is scattering. So we should get more for the valuable sockeye 
running in millions, less for the inferior chum and humpback. 

Professor Custis: Are these figures correct? 

Mr. Kaufman: They have been proof-read several times without 
discovering an error. 

Will Atkinson: Possibly the principle involved in this proposed 
taxation might be easier for some of us to understand if instead of 
assuming so many million fish swimming in the waters which are 
not subject to private ownership, we assume that there were so many 
million cattle on land owned by the people of the state and the prop- 
osition was whether or not we should allow people to can these cat- 
tle without paying the people of the state for their property. 
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The question of taxation of mineral lands and mines involves 
two distinct lines of thought, first, the definition of mineral lands and 
the principles of valuation based on sound engineering practice; and 
second, the principles of appraisal or valuation for the purposes of 
taxing mineral lands and mines as laid down by the laws and prac- 
tices of the various states. 

This paper will aim (a) to define mineral lands and mines, (b) 
to discuss the determination of values of such property and (c) to 
enumerate the methods of assessing values for taxation purposes. 

In a brief digression, let me point out the value and distribution 
of the mineral products of the State of Washington during the year 
1912, the last year for which we have definite statistics. 

MINERAI. PRODUCTION OP WASHINGTON, 1912« 

Non-metallie Products — Value 

Coal i 8,042,871 

Clay products 2,388,870 

Granite 809,201 

Sandstone 344,476 

Limestone 20,370 

Lime 234,832 

Mineral waters 17,542 

Sand and gravel 345,289 

Portland cement 2,012,785 

$14,216,236 
Metallic Products — 

Gold i 680,964 

Sliver 254,326 

Copper 179,192 

Lead 6,732 

f 1,120,214 
Grand total $16,336,450 

It can be seen that the non-metallic products have a value nearly 
fourteen times as great as the metals, and that coal, clay products, 
Portland cement, and granite far outrank the production of gold, 
silver, copper and lead. The significance of these facts will be seen 
when we consider the value of lands containing such deposits. 

•Compiled from Mineral Resources, United States Geological Survey. 

(80) 
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The word "mine" refers only to an excavation beneath the surface 
of the earth for the purpose of removing minerals therefrom for in- 
dustrial uses. The term "quarry" is applied to a place or working 
where minerals are taken from the earth by an excavation which is 
wholly open above. Here no distinction is made between mineral or 
metallic substances and stones. Viewed in this light mines and 
deposits of the ores or coal, and deposits of limestone, clay or stone 
are classed as mineral lands. But a distinction should be drawn 
between the surface of the earth considered as land and the deposit 
considered as mineral matter. Hence our first division for purposes 
of classification should be: (a) Surface rights to land; (b) rights 
to mineral substances contained in the land. 

It is evident, then, that for definite, exact purposes of valuation 
of mineral lands or properties, the value of the surface should be 
divorced from that of the mineral deposit involved. In the case of a 
tract of undeveloped coal land covered with heavy timber or lying 
in a fertile farming country, the value of the surface is quite sepa- 
rate and distinct from that of the underlying coal. On the other 
hand, a tract of developed coal land under barren surface should be 
valued on the basis of the coal rather than the land overlying it. In 
the case of limestone, clay, sand or gravel, building stone or other 
non-metallic deposits which are worked by quarry or surface pit 
methods, the question is one of the relative value of the surface for 
agriculture, timber or industrial purposes and the value of the de- 
posit for economic uses. The mere presence of these substances on 
land does not inherently give the land value as mineral land unless 
it can be shown that the presence of a mill or plant on or near the 
property gives that land additional value. It has been argued that 
even under these circumstances the land owes its value to the physical 
conditions favorable to cheap excavation and transportation rather 
than the inherent value in the mineral contained in the land. 

In the State of Washington, however, it may be said that the 
presence of limestone in certain localities does give the land a distinct 
value as mineral land; that clay, sand and gravel deposits, and build- 
ing stone, all possess an inherent value because of the relative scarc- 
ity of workable properties of these types. Any additional economic 
advantages which such properties possess add to their value. 

Granting, then, that the basis of valuation must be on the mineral 
involved, we may classify for general purposes all mineral lands into 
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three groups: (A) Undeveloped; (B) partially developed or pros- 
pected; (C) developed or operating properties. 

In general we may call these possible, probable, and proved 
lands, just as we define the ore or coal in a mine as possible, probable 
and proved, depending on the amount of exploratory and develop- 
ment work done in opening up the reserve of ore or coal. In Minne- 
sota, the same distinction is carried out in the use of the following 
terms : Operating mines, reserves, sub-reserves, and unexplored lands. 

A. Undeveloped or Unexplored 

The prospector, or geologist, or engineer may discover or map 
or trace a certain ore, or oil, or coal-bearing formation into new ter- 
ritory, or he may reason that certain known deposits extend into ad- 
jacent territory from that occupied by known deposits. Immediately 
that land gains potential value — ^usually speculative — and prices may 
be asked for the land far in excess of the normal value of the surface. 
The presence of an outcrop of quartz or coal or an oil seepage does 
not from an engineering standpoint give that place value as mineral 
land. Certain economic factors which will be later discussed must 
be considered aside from all the geologic data before one can justify 
even a guess as to the possibility of value. We can pass this class 
of undeveloped propetry as having no value except speculative in- 
terest. Sales of such land at fabulous prices and the influence of 
stock promotion and speculation must not confuse the issue — the 
value, if any, is prospective and potential and the boom of today is 
the disappointment of tomorrow. 

B. Partially Developed 

Prospected areas in which drill holes have been bored, shafts 
STink, or rock tunnels driven, add to the physical knowledge of the 
properties, even if they do not add a measurable quantity to their 
value. While we may say that partially developed is more valuable 
than undeveloped ground, we still have no yard stick to measure the 
extent of that value. Any individual or group may be justified in the 
expenditure of large sums of money in developing this property in 
the reasonable hope of making it a paying venture, but none can tell 
the value of the property except as a hazard or venture. Here, again, 
the property has no definite appraisable valuation and any figures 
are only guesses. 
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C. Developed or Operating Properties 

It -will be conceded that any mineral deposit which has been 
thoroughly explored and developed or is operating is capable of 
valuation. For example, a deposit of rich gold ore is valuable, be- 
cause gold has a fixed value in the markets of the world and we can 
exactly appraise the value of the deposit in terms of the quantity of 
ore developed. In the case of the base metals such as lead, copper, 
zinc and iron and coal, such deposits may or may not be valuable, 
depending on certain factors such as location, accessibility to water, 
timber, labor and railroads, nearness to commercial markets, etc. "A 
coal mine in the desert of Sahara would be no more valuable than 
a refrigerating plant at the north pole," and a coal mine near a Cali- 
fornia oil well of asphalt base would certainly not be as valuable 
as a coal mine in eastern Washington. But the value of the property 
imder certain circumstances is actual and real subject to the considera- 
tions already noted and others which will be later taken up. 

In the case of an operating property, the value to the owner or 
to a prospective purchaser is based principally on four factors: (1) 
Average cost of production; (2) average price of minerals; (3) annual 
production; (4) estimated life of the mine. In other words, the 
value of the property as a going concern is measurable in terms of 
the average cost of securing the products of the mine, the average 
price which that product will bring in the markets of the world, the 
rate at which production is maintained, and the time through which 
that production can be maintained. 

The average cost of production can be determined for any prop- 
erty with a fair degree of accuracy if the books have been kept 
carefully and the records extend over a series of years. The aver- 
age price of minerals is more diflScult to determine, as these prices 
fluctuate from year to year and the normal price may move along 
certain lines or cycles over a period of years, but with proper al- 
lowance for the trend of prices and a long period over which the 
normal price has been calculated, a very reasonable estimate of the 
expected average price of minerals may be reached. The annual 
production is capable of close determination in terms of the devel- 
oped ore or coal reserves of the mine, and the question of the future 
life of the mine depends on the local geological conditions which can 
be interpreted with a reasonable degree of accuracy. In some types 
of mineral deposits, this, however, is a very difGcult matter. From 
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all this data, then, an appraisal can be made of the value of the 
mine and the "present value" calculated in terms of the annual divi- 
dend and the rate of amortization. This will give the value which 
the property wiU bring in the market. 

Examination and appraisal of properties on this basis have 
shown that expenditures have sometimes equalled or been less than 
the receipts from products. It is evident that such properties have 
zero value, in spite of the fact that the shares of these mines have 
high quotations. From a purely engineering standpoint such enter- 
prises are gambles or speculations on hope and stock valuation should 
not be considered as a basis for valuation. 

Summarizing the result of these conclusions, we can say that 
the value of mineral lands or mines is measurable in definite terms 
only for developed or working properties and that the actual value 
can be determined from a careful analysis of all the factors presented. 
In this connection, the value of the mining plant and equipment should 
be considered. In the case of an abandoned property or one operating 
at a loss, the plant has only scrap value or at best the value which 
the machinery will bring as second-hand material. In the case of 
properties producing at a profit, the value is the invoice price less 
the depreciation. In the valuation of such mines, the plant is not 
usually considered as a separate asset, but is included in the value 
of the deposit. 

The principle of mine valuation as thus laid down concerns 
the value that can be put on the mineral land and the mining equip- 
ment necessary to produce commercial product at a profit, in other 
words, the value of the property as a "going concern." Now let us 
consider the question of appraisal for the purposes of taxation. An 
examination of the various methods in use shows the following di- 
vision : 

(1) General property tax or ad valorem system; (2) tax on 
value of output; (3) tonnage tax, production tax, or royalty; (4) 
general property and gross earnings tax; (5) general property and 
net earnings tax. 

1. General Property Tax 

This method is the one generally employed in all states, and, 
theoretically, seems perfectly fair and equitable as far as it applies 
to mining property. The objection is that the average assessor is 
not competent to pass judgment on the value of the property and 
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few states have called in expert engineers to make accurate valua- 
tions. The "honest judgment" of the assessor in making a valuation 
is very rarely the value of the property — it cannot be unless he has 
been specially trained in this distinct field of engineering valua- 
tion. In the absence of the appraisal by competent authorities, such 
valuations are merely guesses and compromises. 

Michigan and Minnesota have recently made a valuation survey 
of all of their mines, employing eminent engineers, who have care- 
fully examined all the data available. In Michigan appraisals were 
based on the value of the property in dollars. In the iron ore de- 
posits of Minnesota, the valuations were based on the grades of ore 
and tonnage estimates, each group of related properties having a 
definite rate of valuation per ton of ore. 

Other states employing the method of ad valorem taxation are 
Alabama, California, Georgia,, Louisiana, Missouri, Nebraska, New 
Hampshire, New Jersey, New Mexico, North Carolina, North and 
South Dakota, Texas, Virginia, Washington and Wisconsin. 

2. Tax on Value of Output 

The tax in this system falls on the value of the annual output 
rather than the tonnage of that output. Either gross or net receipts 
may be used as the basis of determining the tax, so we may consider 
it as a tax on income over expenditure, either gross or net. The meth- 
od of taxing gross income is very simple in operation but it is apt 
to result in many inequalities of distribution of the tax. The method 
of taxing net income is fairer but it is more difficult of determination 
and involves the inspection and regulation of account systems. Ob- 
jection has been raised to it on the part of mine operators because of 
the danger of publicity of their affairs. On the other hand, pre- 
meditated careless bookkeeping on the part of owners results in 
startling differences between the profits paid as dividends and the 
amount of profit liable to taxation. The principle of taxing net in- 
come is, however, well established in many states, either as the sole 
method of taxation or in combination with the general property tax. 
It has some advantage of simplicity over the ad valorem system, 
although the data required for accurate figures is that required in the 
ad valorem method. A modification or combination under this classi- 
fication is the gross-and-net income tax, in which both values are 
used in the determination of an accepted valuation for taxation pur- 
poses. 
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The Province of Ontario in Canada illustrates this method most 
clearly. All mines which yield an annual profit above the exempted 
amount of $10,000 pay a flat rate of three per cent on such excess. 
In ascertaLoing the profits, the gross receipts, minus the cost of 
transportation, actual working expenses, including mine wages and 
salaries, fuel, explosives, power, insurance, sinking new shafts, and an 
allowance for the depreciation of the plant — ^not of the mine — is the 
basis for calculation. Detailed statements are required of each opera- 
tor. An acreage tax of two cents per acre is imposed on all mining 
claims in unorganized portions of the province over ten acres in ex- 
tent including mining rights held separately from surface rights. 

In British Columbia a similar system is in use. Every person 
owning, managing, leasing or working a mine has to pay two per 
cent on the assessed value of ore or mineral bearing substances 
won from all lands in the province which have been sold or removed 
from the premises, less the actual cost of transportation to mill or 
smelter and the cost of smelting and miUing, so that practically two 
per cent is paid on the net smelter returns of the value of the ore. 
Ore producing mines yielding less than $5,000 are granted a refund 
of half the tax, while placer mines yielding less than $2,000 are ex- 
empt entirely. All unworked, crown granted mineral claims have 
to pay a tax of 25 cents per acre annually. Coal lands pay a tax of 
one per cent of assessed value when they are being worked, and two 
per cent is paid on lands from which no coal is being mined. 

In Nova Scotia a two per cent royalty is assessed on the gross 
output of the gold from stamp mills. 

In Mexico the government sells the right to use the ground at 
a certain rate per year, and a tax is also laid on the output. 

In South Africa the gross production is taxed. 

3. Tonnage Tax 

The tonnage or production tax is not in use in this country today. 
It was formerly used in Michigan and Minnesota, but was abandoned 
in favor of the ad valorem system. It is, however, extensively used 
in English countries where the title to minerals is retained by the 
Crown or by the Crown provinces. Here the basis of taxation is 
the ton of output. The method is very simple, probably the simplest 
of all suggested methods, but again there is opportunity for inequali- 
ty in distribution of this tax. For example, a tax of fifty cents per 
ton of ore which runs $50 to the ton would be less felt by the opera- 
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tor than the same tax on ore which runs only $20 to the ton. In 
the same way a tax of five cents per ton of coal which brings $3 at 
the mine is unfair to the operator whose coal brings only $2.00. 

4, General Property and Gross Earnings Tax 

Under this methodj two of the previous systems are combined, 
the general property tax is levied on the plant and the gross earnings 
of the mine are taxed. 

In Colorado formerly a statement was required from all operators 
and from this the assessors took one-fourth of the gross proceeds 
as the assessment against the mining company, except in such in- 
stances as the net proceeds exceeded the one-fourth of the gross re- 
turns in money. In such cases, the net proceeds were used as the basis 
of assessment. Surface improvements and machinery are assessed 
at their full value. Today, the annual taxation is 50 per cent of the 
gross output in each case plus the net output where there is any 
net. 

South Carolina taxes the gross proceeds of its metal mines and 
the other property of the mining company is taxed as personal or real 
estate. 

5. General Property and Net Earnings Tax 

Here again we find a combination of two systems ; the only 
point of difference between this method and the last described is in 
the taxation of net earnings rather than gross. Our neighboring 
states of Idaho and Montana and Utah, Nevada and Arizona employ 
this method. 

The law in Idaho provides first, that aU mines and claims shall 
be taxed at the price paid the United States for the land. If used 
for other purposes it is taxed for that purpose, that is to say, if used 
for agriculture it shall be taxed as agricultural land. All machinery 
and all surface improvements which have a value separate from the 
mining claim and the net annual proceeds of all mines and mining 
claims are further taxed. The law is essentially the same in Montana, 
Utah and Nevada. The law in Arizona provides that mines shall 
be assessed by adding together one-eighth of the gross production 
for the previous year, four times the net profit for the previous year, 
and the value of the improvements. This represents "the full cash 
value of the mine." 

This systems seems to work very well as it possesses the advan- 
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tages of the property and income tax features and it is fairly simple 
in operation. Of course it depends on the honesty of mine operators, 
some of whom, unfortunately, have found ways to get around the 
law by creating "buying companies" which purchase the products of 
the mine at a small figure above the cost of production, or by build- 
ing mills and railroads which absorb the net profits of the mine and 
transfer them to other accounts. 

Each one of the preceding systems of taxation has certain merits 
and certain disadvantages. No one method seems universal in its 
scope, either in its relation to the state or to the mine or mineral 
land owners. A system of taxation which imposes too severe a bur- 
den on the mining industry inevitably results in the death of a dis- 
trict and future prospects are forever stifled. No tax on undevel- 
oped or partially developed claims does not do justice to the com- 
munity which must pay the burden of supporting the government 
and maintaining property rights. To secure the equilibrium between 
confiscation on the one hand and unlimited holdings of prospective 
valuable property on the other hand is the problem of the engineer, 
the mine owner and the tax officials. My own personal opinion is 
that some form of nominal holding tax on the land until it develops 
into a producing property is a just and simple method of taxation 
in the early stages of a mine prospect, and that when the mine reaches 
the active point of production the value of that property as a going 
concern should be used as the annual basis of assessment of taxes. 
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DISCUSSION 

Dean Milnor Roberts, College of Mines, University of Washing- 
ton: It -would be diflScult to speak on the subject of the paper 
without referring directly to some points mentioned in it, because 
the paper strikes me as being very comprehensive and touching upon 
practically all the important phases of mineral taxation, at least so 
far as they have been brought out on the engineering side. The 
taxation of mines, as anyone will readily admit, will always be a 
difficult matter, more difficult than the taxation of most other kinds 
of property. The fact that the mine consists of deposits hidden 
in the earth is alone sufficient to explain that fact. The assessing 
of values in a mine consequently will be difficult and a subject which 
can be handled only by experts. I suppose the latter statement ap- 
plies to the valuing of other kinds of property as well, but in such 
cases the experts can make known their reasons and the bases of 
their arguments, and those reasons perhaps will be apparent to the 
general public, which they would npt in the case of mines to a large 
extent. 

The experts who have worked upon the subject of taxation of 
mines so far have handled the somewhat simpler phases of it. The 
iron mines are perhaps more readily evaluated and understood than 
the mines of most other metals. The value of coal mines can be de- 
termined with considerable accuracy. The government is working 
upon the question of valuation of coal lands, and has made consid- 
erable headway. It seems now that standard methods of valuing 
coal land can be put into effect in the United States. In this corner 
of the country the valuation of coal lands will be as difficult as any- 
where and much more difficult than in the average coal field. If the 
principles of valuing coal lands can be made to apply, a great step 
will have been made so far as engineers are concerned. Then, sim- 
ilar steps can be taken for the valuing of other deposits to make the 
valuation uniform. That would apply to non-metallic deposits much 
more readily than to metallic. 

It seems difficult to avoid making use of the general property 
tax in some degree in taxing mining property. The holding tax that 
Professor Daniels mentioned should be nominal, especially for prop- 
erty in regions where the valuation of the mineral property is not 
well proven. That is to say, in an undeveloped district the holding 
tax should be quite light. In developed districts and particularly 
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where there is regularity to the deposits it can be somewhat heav- 
ier. 

On the general question of the valuing of the income from mines 
it is well to bear in mind that the man who develops a mine and 
makes it yield an income deserves some credit from the public for 
the reason that he is delving into the unknown and is risking his 
capital in pioneering. That principle would apply somewhat in or- 
charding, in taking up a new piece of ground or rather a new orchard 
district, but it would apply far more in the case of mining. One 
man might wait until his neighbors had developed their properties 
in order that his own property, exactly similar so far as could be 
seen from the surface, might derive the advantages of the develop- 
ment put upon the others. For that reason it would be well to be 
cautious in applying a tax directly upon the income. 

Charles H. Shields, Presidjent Washington Equal Taxation 
League: If I remember correctly, at the National Tax Conference 
held at Buffalo last year, this question arose: Suppose that a cor- 
poration owns a mine and its engineers have made borings and as 
far as is possible measured the mineral contents of the mine, and 
suppose that its real value can be mathematically calculated, but for 
some reason the company does not desire to work the mine; in what 
manner should this mine be taxed? 

' Professor Daniels: I should say the thing to do would be to tax 
that property on its present value on the supposition that that could 
be developed at once. Its value is there, definite and proved. I 
would tax it on its value as a going concern, and on the price that any 
purchaser who would work it would be justified in paying for it at 
that particular time and place. 

Mr. Shields : It occurs to me that if a mine should be taxed in 
the manner suggested, the same principle would hold good as against 
a tract of land. As it is not a very difiicult matter to figure the 
productive value of land each year, I am not in favor of taxing mines 
on the gross value plan. I think the taxing of the output is much 
better; in this way the mine like the farmer pays the tax as he reaps 
the crop, and not on the crop that he does not reap, but might. 
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It is gratifying to taxing ofScials to find that the subject of tax- 
ation is at last receiving the attention to which it is entitled. The 
average citizen has been so busy earning the money with which to 
pay his taxes that he has given little or no thought to the methods 
employed in levying and collecting them and still less thought to the 
economic principles underlying the raising and disbursing of reve- 
nues incident to the conduct of government. Officials whose duty it is 
to levy and collect taxes have long labored without the intelligent co- 
operation of the taxpaying public. In fact^ too often such officials 
have been regarded as pirates and their duties as a form of unavoid- 
able piracy. It is pleasing indeed to note that the great educators 
and thousands of the yoimg men and women of our country are tak- 
ing the lead in conferences of this nature, for it clearly indicates 
that the best brain of the land is engaged in an honest and sincere 
effort to place our revenue system upon a sane, reasonable and sci- 
entific basis. 

My remarks have but little to do with the subject of taxation 
directly, and yet the proper conservation of the natural resources of 
our state must play an important part in the increase or decrease of 
the amount of revenue to be raised by direct taxation. If we can 
by efficient, businesslike management provide funds from resources 
already on hand and thus do away with even a small percentage of 
the amount to be raised by direct taxation, it is surely worth while. 

My attention was forcibly directed to this subject by a report in 
the public press coining from Minnesota which stated that that state 
has accumulated $30,000,000 in its permanent and irreducible funds 
from which it realized an interest profit of $1,200,000 annually. In 
other words, the State of Minnesota has a fixed, irreducible income of 
$1,200,000 per year which means that the amount of taxes required 
for the maintenance of the state government is just $1,200,000 less 
each year than it would be if the state did not have this large per- 
manent fund. How does this apply to Washington? 

Here are the facts. The State of Washington has been endowed 
with natural resources of almost fabulous value many of which still 
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belong to the state. It is a popular belief that practically all of 
these resources have been dissipated, that the state owns little or no 
land of any material value. On the contrary, title to eighty per cent 
of the original grants remains vested in the state. Consider for 
a moment — this state owns an empire in its own right larger than 
the State of Connecticut, containing billions of feet of lumber and 
hundreds of thousands of acres of fertile lands capable of supporting 
several millions of people. Is this not a business asset worth con- 
sidering? Can we not see at a glance the possibilities of this vast 
estate } 

Answering our own question, let us see what has already been 
done and what remains to be done in order to secure the greatest 
good from these resources. The architects who laid the foundation 
and reared the framework of our commonwealth must have realized 
that the happiness and prosperity of the state must ultimately de- 
pend upon an enlightened citizenship, for the enabling act granted 
nearly all of these lands for educational purposes. That this pro- 
vision was a wise one is readily apparent. The rapid growth of our 
western states has taxed to the limit our educational facilities. The 
demand for increased equipment has been greater than the taxpayers 
were well able to stand. Permit me to explain how the tax burden 
for educational purposes has been and can be much farther reduced 
by the application of proper business methods as applied to our 
state lands. The following figures will show the exact amount of 
the original grant and the approximate area of the land remaining 
in the state: 

Grant — Original Area Present Area 

Common School Grant 2,545,627 acres 2,000,000 acres 

Normal School Grant 99,981 acres 73,000 acres 

Agricultural School 89,438 acres 74,000 acres 

Scientific School Grant 99,980 acres 78,000 acres 

University Grant 100,001 acres 95,000 acres 

C. E. P. and R. I. Grant 99,998 acres 71,000 acres 

Total 3,035,025 acres 2,509,000 acres 

In addition to the lands just mentioned, there is a special grant 
for Capitol buildings but, since this is not for the creation of a per- 
manent fund, it will not be considered in any further computations. 

We observe that there are at present 2,509,000 acres of land 
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belonging to the various school funds of the state. With intelligent 
conservation, the proceeds of this land together with the funds al- 
ready accumulated ought in time to produce a permanent fund of 
nearly $100,000,000. By intelligent conservation I mean the ap- 
plication of ordinary business sense and prudence. Conservation does 
not mean the sealing up of resources ; it means that resources shall be 
disposed of when the time is ripe. Every good business man knows 
that there is a right time and a wrong time to sell. Let us take care 
that our lands are disposed of at the right time and to the best ad- 
vantage and that every possible cent is. turned into our school funds. 
These school lands are subject to sale at a price of not less than 
ten dollars per acre, the purchase price being payable either in cash 
or in ten yearly installments with interest at six per cent. The mon- 
eys derived from this source must go into the permanent fund and be 
invested in public securities. The commissioner of public lands may 
also lease school lands to applicants and the proceeds therefrom go 
into the current fund along with the interest earned by the perma- 
nent fund. At the present time, the proceeds from the money now 
at interest and the amounts received from rentals are nearly a mil- 
lion dollars per year which means that the people of this state are 
paying nearly a million less in taxes than they would be were it not 
for the natural resources of the state, which are helping to bear a 
part of the expense of government. 

A careful, conservative estimate based upon past experience in 
handling our poperty places the probable value of the present lands 
together with the amounts already in the permanent funds at the 
following figures: 

Common School $80,000,000 

Normal School 2,100,000 

Agricultural School 2,150,000 

Scientific School 2,250,000 

University 3,500,000 

C. E. P. and R. 1 2,250,000 

Total $92,250,000 

With $92,250,000 in our permanent school fund, we can readily 
see that the reduction in taxation will be a very considerable sum. 
This permanent fund will produce a yearly income of $4,151,250, 
which will be used to defray the current expenses of the various in- 
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stitntions for which they were set apart. Were this fund available 
now, all of the state's part of the entire expense of education could 
be paid out of the income. I do not mean to infer that this fund 
will ever be adequate to take care of all the expenses of the various 
educational institutions in the state, for we all understand that these 
expenses must increase as population increases, and we further real- 
ize that it will be many years before such an amount can be accumu- 
lated, but what I am trying to impress upon you is the fact that 
in this one instance alone our natural resources can in due time be 
made to save the taxpayers of the state some $4,000,000 a year. 

Another source of wealth is to be found in our tide and shore 
lands and harbor area, which are defined as follows : 

1. Tide-lands of the first class are all lands over which the 
tide ebbs and flows, between the line of ordinary high tide and the 
inner harbor line, lying in front of any incorporated city or town 
and within two miles on either side. 

2. Tide-lands of the second class are all other lands over which 
the tide ebbs and flows from the line of ordinary high tide to that 
of extreme low tide. 

3. Shore lands of the first class are all lands bordering on the 
shores of navigable lakes and rivers below the line of ordinary high 
water, not subject to tidal flow, lying in front of incorporated cities 
or towns and within two nules on either side. 

4. Shore lands of the second class are all other lands bor- 
dering on the shores of navigable lakes and rivers below the line of 
ordinary high water. 

5. Harbor area is that area between the inner and outer harbor 
lines established in accordance with Article 15 of the state constitu- 
tion, which in no instance can be more than 600 feet in width. 

All tide and shore lands are subject to sale or lease by the land 
department or by the port commission if within a port district. It 
cannot be said that the interests of the people have been very well 
protected in their management and disposition. This criticism is 
not directed against the oflScials charged with the administration of 
the law but against the law itself which permitted no discretion on 
the part of the department but forced it to dispose of millions of 
dollars worth of property for a very small part of its prospective 
value. Under the law, after a plat of first class tide or shore lands 
has been filed the owner of the abutting upland has a preference 
right for a period of sixty days to purchase the lands at the appraised 
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price without being subjected to competitive bidding. As the plats 
were filed in most of our cities many years ago when the tide-lands 
had no very great value, the upland owners by virtue of this law 
were enabled to purchase the same at a very low figure and hold 
the lands thus purchased for the purpose of speculation. 

The moneys received from the sale of tide and shore lands up 
to the present time do not aggregate more than $3,500,000. When 
we consider the millions of dollars that have been made by speculators 
in the tide-lands of Seattle and Tacoma, we can readily see that be- 
cause of the fact that the oflScials could not withhold these lands until 
the country was developed and some idea of their true value ascer- 
tained the state has lost many times the amount it has received. 

There is no preference right extended to the owner of the upland 
abutting on second class tide-lands, but as a rule this class is not 
very valuable. While the bulk of first class tide-lands has already 
been conveyed, the title to many acres of immense value still remains 
in the state. Some of these are under long term leases and will not be 
available for a good many years, but after the expiration of the leases 
there is no doubt that the proper officials will see that the state gets 
a fair price for the same or that a new lease is executed that will 
return a reasonable rental, provided that the laws permit such ac- 
tion. I have in mind now one tract of eight lots which in 1899 was 
leased for a period of thirty years for the annual sum of $42.00. 
Thirteen years after the lease was executed a railroad company paid 
$64,000 for an assignment for the remaining seventeen years. 

I have a further criticism of the tide-land law with reference 
to the disposition of the funds derived from sales. At the present 
time all moneys realized from sales of tide and shore lands go 
into the general fund except some that have been diverted for special 
purposes. Of those received from rentals, 75 per cent must go 
into the port district fund where a port district has been created, 
and into a harbor improvement fund where there is no port district, 
the remaining 25 per cent being paid into the state treasury for the 
use of the general fund. It will thus be seen that in the sales of tide 
and shore lands we are living up our principal. Either one of two 
policies should be adopted. We should refrain from selling any 
lands, execute leases to bona fide improvers and use the money de- 
rived from rentals for our general fund; or, if sold, the money should 
go into a permanent and irreducible fund and only the interest should 
be used for current expenses. 



96 TAXATION IN WASHINGTON 

No figures are available to give any idea of the value of our 
tide and shore land interests but they are unquestionably of great 
value yet, and some steps should be taken to amend our laws so that 
we may not be forced to dispose of our property until deemed ad- 
visable nor use up the principal of the fund for our current expenses 
after they have been conveyed. 

Harbor area can never be sold but must always be reserved 
for landings, wharves, streets and other conveniences of commerce 
and navigation. The legislature is directed to provide general laws 
for the leasing of the right to buUd and maintain wharves, docks and 
other structures upon the areas mentioned. No lease can be given 
for a term longer than thirty years and the area leased can never 
be used for any other purpose. The rental is fixed by the land 
board or port commission and is disposed of in the same manner 
as that from tide-lands. 

The owner of the abutting tide-lands has a preference right to 
lease the harbor area at the rental fixed by the state land board, 
where there is no port district, provided that such right is exercised 
within one year. By virtue of the law formerly on the statute books 
but which happily has been repealed, many leases of valuable harbor 
area were executed for a period of thirty years at a time when the 
maximum rental of one per cent of the assessed value of an equal 
area of the abutting tide-lands was fixed. The last legislature enact- 
ed a similar law with reference to harbor area where a port district 
has been created. Under this act, the abutting tide-land owner has 
a preference right to lease the harbor area for thirty years at an 
annual rental amounting to two per cent of the assessed value of an 
equal amount of abutting tide-lands. This rental, however, extends 
only until 1928 after which date the port commission may fix the 
amount in accordance with the laws in force at that time. 

To give you an illustration of how the former law worked, I will 
cite a few cases of Seattle harbor area. 

The Colman Dock Company, for the use of 1 1-5 acres of har- 
bor area, pays annually $339.20, or monthly $28.26. The Grand 
Trunk Pacific, for 1 1-4 acres, pays annually $500.00, or monthly 
$41.67. The Seattle Construction & Dry Dock Company (Moran's) 
pays annually, for 3.87 acres, $57.62, or $4.80 monthly. Pine Street 
Wharf and Warehouse Company pays annually, for 8-4 of an acre, 
$20.78, or $1.73 monthly. The Wall Street Dock pays annually, for 
1 1-2 acres, $175.65, or $14.64 monthly. The Columbia & Puget 
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Sound Railroad Company, for 3 1-2 acres between Washington and 
Jackson Streets, pays annually $2S0.88, or $20.90 monthly. There 
are many more cases just like these but I think this information will 
be sufficient to give you some idea of the small amount the state is 
getting for this harbor area. Nearly all of these leases run for a 
period of fifteen or twenty years yet, but after their expiration it 
will be possible for the state to receive a very substantial sum for use 
in its general fund, thus reducing the tax levy to the extent of the 
rentals received. 

One great defect in the leasing law is that the rent must be fixed 
for the entire term. Few persons want to place valuable improve- 
ments upon harbor area and tide-lands unless they can secure a lease 
for the thirty-year period. The law should be amended so as to per- 
mit the leasing of the property for the full term with a provision for 
readjusting the rental at stated periods. This is in accord with the 
methods employed by all good business men in such matters. 

Ladies and gentlemen, I have not attempted to elaborate these 
remarks or go very far into detail. I have merely pointed out the 
importance of the proper conservation of the resources already at 
hand as a factor in the material reduction of taxes. It will be readily 
observed by studying the figures presented that if we are to make 
the most of our natural resources we must be eternally vigilant; that 
certain laws must be made and enforced in order to protect the citi- 
zens of the state; that not only must your officers guard well their 
trust but you as good citizens must help by your interest and cooper- 
ation. If these few remarks serve no other purpose than to arouse 
your interest in and to cause you to investigate such assets as our 
granted lands, tide and shore lands, harbor area, oyster lands and 
all other sources of wealth, I shall feel that the time has been well 
spent. Especially would I impress upon the younger men, many of 
whom within the next few years will be specifically charged with the 
responsibilities of administering the affairs of our government, the 
importance of guarding well our inheritance. 

DISCUSSION 

Dr. Herman A. Brauer: I would like to hear an expression of 
opinion on the wisdom or otherwise of selling these school lands at all. 
It seems to me that selling these lands puts these institutions possi- 
bly on a rather slim foundation, in case the interest rate should 
dwindle with the coming generations or possibly some time cease to 
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exist altogether. If you are going to make these funds dependent 
on the possibility of investing capital at interest I am not sure that 
you are on the safest foundation. It seems to me it would be wiser 
to reserve these lands for all time^ not sell them, but lease for as 
long as you like, and apply the rentals for the use of the schools. 
I know that some economists hold that interest is gradually tapering 
off to a vanishing point, and that not many generations ahead every- 
body wiU have to work, because there will be no more interest. If 
that contingency ever comes about, what is going to happen to these 
school funds, and what wiU become of all these millions that we 
look to for their support? I would like to hear a discussion of this, 
as I am not sure of being in touch with the latest thought on that 
subject. 

W. H. Kaufman: I think the selling or leasing of public lands 
is really the greatest issue we have before us. Interest is diminish- 
ing, and as the country gets older it must go down. Interest now in 
Europe is lower than here. It is higher in New York, higher in 
Iowa, and higher still out here. I want to give a little illustration 
in our town of how things happen. You can have a perpetual lease. 
That is single tax, a perpetual lease with an annual, or five-year, or 
ten-year, or twenty-five-year readjustment of the rental. In our town 
a firm leased a building for fifteen years, but there is nothing in that 
lease about fixed rentals. Rentals are not fixed. They are to be 
readjusted quite a number of times. The lease might have been 
perpetual with readjustment every five years by arbitrators, but no 
fixed rental is mentioned in the lease. There is no speculation in 
this plan. If this state had never sold agricultural land, but had leased 
it, the country would have developed ten times as fast. There would' 
not be a stump in the agricultural area of Puget Sound. People 
could get on that free, that is, for a nominal rent without investing 
any capital. If we had done that we would be continually increasing 
our income. If we sell, we sell at the prices current today. Interest 
is bound to go down, the rate is bound to go down. It will go down 
within a generation or two to 3 or 4 per cent on permanent invest- 
ments, and may go down lower stiU, but normally it is going down. 

Mr. Shaggs: I would suggest to Mr. Kaufman that the state 
only makes 4^/2 per cent now. 

Mr. Kaufman: We farmers have to pay 7 per cent. The point 
is that if you have a lease, a perpetual lease, the lessee will take it 
and erect his buildings on it just as if he owned it. The largest 
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and best buildings in Seattle are on leased land for a moderate 
term of years. You can get a perpetual lease with ten or twenty-five 
year readjustments^ and you cannot be buncoed out of business. In 
our town we have the tide-lands. I cannot be sure as to the date, 
but along about 1891 a bill was passed by the legislature which pro- 
vided that those tide-lands should be appraised by a committee. The 
committee was appointed and it appraised the land very low, appeal- 
ing to speculators. Everybody took land that wanted to. They paid 
their ten per cent down, but never paid a cent of interest, never made 
a second payment. The matter ran along eight or ten years and 
then they had a new committee appointed by the legislature, which 
reappraised the land, and this second committee cut the appraise- 
ments down sometimes as much as 90 per cent. I think it was illegal. 
I do not believe they had any right to do any such thing. Those lands 
today are in the hands of speculators, and Bellingham is dead be- 
cause speculators own all the tide-lands that ought to be the heart 
of the city. We have thrown them away for a song. If we had 
rented them we could have rectified it, but when we sold them the 
title was gone. I think it is perfectly ridiculous to sell state land, 
and I have been of this opinion now for thirty years. We cannot 
morally sell public lands. You cannot sell the value which your 
children are going to create any more than you can seU your chil- 
dren. The value of lots on Second Avenue in Seattle fifty years from 
today does not belong to the people of today. The people of that 
day should have the value created by them. We have no right to 
sell those values. In the city of New York the wage-workers pay 
more than 20 per cent of their incomes for ground rent. If it is 
a good thing for speculators to buy, why is it not a good thing for 
the state to retain? The state can loan money at 4l/^ per cent, but 
we farmers have to pay 7. If investors who are willing to loan their 
money at 7 per cent are willing to buy land, why cannot we keep 
the lands and lease them on a perpetual lease, but with a five-year 
or a ten-year period for readjustment? That is the single tax. The 
forest reserve is the single tax absolutely. Sections of choice timber- 
land are worth $100,000 and more, while others, equally good, were 
sold for less than $2,000. Natural resources should be leased, not 
sold — this is the essence of the conservation movement. 

Isaac Cooper of Seattle: One of the speakers yesterday very 
ably presented the cost of carrying lumber. I think that those lum- 
ber remarks apply here. I think that if the public lands are kept 
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and if a record of them and of the cost of carrying is kept in a busi- 
ness way, it would become evident that it is almost prohibitive for 
the state to hang on to them continually. What I mean is this, if 
the lands are sold, they would pay taxes, which would be an offset 
to the depreciating interest. I think the taxes would more than 
offset that. 

The last speaker refered to Second Avenue in Seattle. I pre- 
sume that is because Second Avenue is at the present time the most 
valuable ground, but I think Second Avenue in Seattle will probably 
in the course of fifty years take the same course that property in New 
York city has taken. I assume that there are a number of you here 
acquainted in the city of New York with the different sections of 
business property. I can show the gentlemen hundreds of properties 
in New York today that are not worth 30 per cent of what they 
were worth ten and twelve years ago— property that belonged to old 
estates and families that have carried them for years — simply be- 
cause the business has moved away from certain sections and other 
sections have built up. 

Professor Vanderveer Custis: I should like to speak on these 
two points. First, in regard to the rate of interest. There is no doubt 
that it is theoretically possible for interest to diminish and become a 
zero. It is conceivable that it should become a minus quantity, but it 
seems to me extremely improbable — it would imply that people were 
so anxious to save that they would save so much capital that nobody 
would be willing to pay anything for it. I think, however, that it 
is very likely that interest rates wiU become lower than they are at 
present. 

My other point is as regards the single tax, and this matter of 
holding certain lands. Mr. Kaufman is a single taxer. Many people 
who call themselves single taxers do not believe in the state owner- 
ship of lands at all. Now we want to remember that when we are 
talking about state ownership of lands there are many different kinds 
of lands, and what may hold true of mineral lands, or of harbor lands, 
or even of forest lands, does not necessarily hold true of agricultural 
lands. I think we might very legitimately hold that harbor lands 
should be retained by the state, and that agricultural lands should 
be made a matter of private property. The question of single tax is 
not a question of taxation at all. It is a question of public or private 
ownership of land, and the arguments in favor of it are not simply 
arguments in regard to governmental revenue, but the effect of the 
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institution of private property in land on civilization. There can be 
no question that the institution of private property in land has done 
very much to develop this country, particularly the West. But be- 
cause we believe in the institution of private property in land it does 
not follow that we would be in favor of giving all land into private 
ownership. Personally, I think there is a great deal to be said for 
holding the land of the university and other lands of that sort as an 
investment; but on the same principles exactly that we might buy 
such lands for investments. 

Charles H. Shields: I wish to speak with reference to the tide- 
lands. The gentlemen who read the paper just as I came in referred 
to certain tide-lands that were leased from the state at a very nom- 
inal rental. If nothing further is said upon this subject, I am quite 
sure the impression would prevail that the state had been robbed of 
large sums of money by reason of these apparently very cheap leases. 
I was unfortunate enough a few years ago to lease one of these tide- 
land, or water-front lots with improvements. I paid $18,000 per 
year for a building 80x350. Compare this figure with the original 
lease, and I fancy many would upon such showing be convinced that 
the state had been shamefully buncoed. Such is not the case. At the 
time these leases were made the state thought it was making a good 
bargain. The future of Seattle could not then be seen. There are 
many parcels of the state's tide-lands that are today not worth the lease 
consideration. It should be remembered that the state, or that part 
of the state which Seattle represents — and it is no small part when 
measured by population — is receiving an annual rental on these tide- 
lands in the form of a tax which is by no means small, which if the 
state owned the land would not be received. If we take into consid- 
eration the cost of improving these tide-lands, the cost of maintain- 
ance, interest on the investment, and the annual tax, I dare say there 
is not a lot on the Seattle water-front that is a profitable investment. 
There are so many angles to these propositions that we should be 
very careful not to jump at conclusions too quickly. While the state 
is receiving directly but a small portion of the rental value of these 
lands, society is getting the benefit through another channel. Had I 
known that this question would be discussed, I would have presented 
figures to prove that the state indirectly is receiving from these tide- 
lands all they are worth. I am aware that some of our land value 
tax firiends would like to make much of this tide-land matter to 
create a sentiment in favor of state ownership of lands — they call it 
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single tax. Professor Custis has well said that it is not a system of 
taxation, but a method of securing common or state ownership of the 
land, thus abolishing private property in land. 

Professor T. S. Adams: I do not pretend to know anything 
much about this subject, but there is one fimdamental question which 
has not been mentioned: Is the state a good land owner? What 
little I have been able to learn about the subject all points to the 
conclusion that the state is not fitted to conduct and manage a leasing 
system on any broad scale. The state may lease a few mines and a 
few fisheries successfully and properly protect the interests of the 
people, but democracies like our own are not fitted to lease lands 
on a large scale successfully. The political power of the tenants, 
the lessees of the state lands, is likely to be too great. Their interest 
is perpetual, unceasing. They are on the job every minute. Moreover, 
they have votes, many votes. So far as agricultural lands and other 
kinds of property likely to bring the state in relation of landlord 
to a large number of voters are concerned, the state will do better 
to let such property lapse into private ownership and take its reve- 
nue in the form of taxes. It wUl get much more from taxes than it 
will from rentals in the long run. As stated in the beginning, I do 
not pretend to know much about this, but the conclusion stated is 
the one supported, I believe, by the history of state experiments with 
the leasing system. 

Mr. Skaggs: 1 would like to say one word in explanation of 
what Mr. Shields has said. The harbor area is not taxed. All the 
state gets out of it is rental and receipts. It does receive a tax on 
the improvements just as for other improvements and as other prop- 
erty is taxed, but the only funds the state receives are the rentals 
for the harbor area. 

Albert E. Parish: I would be a little remiss if I did not remind 
Mr. Skaggs and the people present that the harbor area leases in this 
county, at least, are assessed. An acre in the section of the Colman 
Dock is assessed for 25 cents a square foot, which would amount to 
something like $32,000 of assessed value on a 50 per cent basis and 
approximately a $1,400 tax for a year. While I am on my feet I 
want to advance a couple of facts for your consideration. I do not 
wish, however, to take any sides in the matter. We have in Seattle 
one of the best instances of a- lease of public land in the lease of 
what is known as the old university site. It is owned by the Uni- 
versity of Washington and is leased to the Metropolitan Building 
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Company on an average rental of about sixty or seventy thousand 
dollars a year. It is rented on a fifty-year term^ of which about forty- 
two years have yet to run. A provision was put into the lease which 
bears out Mr. Adams' statement that sometimes the public is a poor 
landlord and a poor dealer in business matters. The provision is 
to the effect that the buildings as soon as completed shall become the 
property of the state university. That resulted in removing those 
buildings and, of course, the land which belonged to the state uni- 
versity from the ban of state and local taxation. I got the figures 
ifrom the Metropolitan Building Company and put a value of $2,000,- 

000 on the lease; since at that time we were assessing at 45 per cent, 

1 placed an assessment of $900,000 against the lease, that being the 
only thing which was assessable. I might say in passing that that 
assessment was the first assessment which had been made against it, 
it having been figured at the time the lease was drawn that it was 
a tax-proof lease. When the case came on before the county board 
of equalization, Mr. Douglass presented the views of the Metropoli- 
tan Building Company and insisted that the lease was not assessable 
in any way but that from a standpoint of fairness he was willing to 
pay on a valuation of $200,000 on the lease. A full valuation of 
$200,000 would have made an assessed valuation of $90,000. I asked 
him if there was anything other than the lease securing the bonds 
which had been issued by the company, and he said no. They had 
at that time $2,680,000 bonds outstanding, the money from which 
had been spent in erecting the White and Henry Buildings and some 
other buildings. I then asked him if he knew whether the people 
who took the bonds were ordinarily prudent investors, and he said 
they were. I asked him if he knew of any other form of security 
which had a valuation of only $200,000, a real value of $200,000, on 
which a man could borrow $2,680,000, because if there Was any such 
thing I wanted to retire from public business and get into that line. 
The case came on, and the board of equalization sided with me; the 
case went to the superior court, and the superior court put on it a 
valuation of $500,000 or an assessed valuation of $225,000. The case 
then went to the supreme court where the valuation was cut to $200,- 
000 and the assessed valuation to $90,000. I want to emphasize 
the fact that the case went up before the supreme court three differ- 
ent times, and the supreme court has ruled each time and set that 
valuation. We took the ground that the buildings put up there 
possibly would either deteriorate to such an extent physically that 
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they would be practically valueless at the expiration of the lease and, 
therefore, that now was the time to collect the money for them. That 
is just one example of where we are not getting adequate taxation 
from a public lease. 

In the other instance, harbor area leases are defeasible on a mo- 
ment's notice for failure to comply with any provision. As a mat- 
ter of fact, there are very few harbor area leases that could not be 
taken from the owner at any moment, because at the time he makes 
a harbor area lease he has to apply to the state land board and give 
a drawing of the class of improvements he proposes to put on there, 
which improvements shall be in the interest of navigation. There is 
no way, for instance, by which he could go in and block the man 
who owns the tide-lands adjoining, for the same reason, that the state 
would have the authority to set a price, a reasonable price, on which 
he would have to handle the stuff which wanted to go on the adjoining 
property. So these harbor area leases are not as good as they seem, 
but they have been taken up; and as long as nobody comes out and 
cancels the leases, we are getting in a great many instances money 
for something which is not of excessive value at the present time. 
While, as I say, in this county they are assessed, I think in quite 
a number of other counties they are not assessed. 

Edwin A. Start: The discussion of Mr. Skaggs' paper has taken 
so wide a range and introduced so many extraneous ideas that I would 
like before the discussion icioses to call the attention of the audience 
to what seems to me to be the real issue involved, and which I think 
we ought not to lose sight of. I was very glad that this paper was 
presented. In arranging this conference it was made apparent to us 
that the interest of a very large number of people was mainly in 
the idea of lowering taxes, and I had to tell a great many people 
that if they were coming to this conference with the idea that they 
were likely to have their taxes reduced in the near future they were 
deceiving themselves because no tax reform is going to reduce taxes 
as long as we continue to impose additional expenses for public serv- 
ices on the state and municipalities. If we are going to demand of 
our governments all kinds of service, as we are demanding today, 
we shall have to pay for it, just as we have to pay for automobiles 
and other luxuries. The community now provides at public charge 
many things which individuals formerly paid for or went without. 
If there is any hope of reducing taxes for some of our western states 
that have large natural resources still left in their own hands, it is 
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in handling these resources intelligently and wisely as an individual 
would handle his own property. The question that Professor Adams 
raised as to the inability of the state to handle business wisely is, 
of course, a vital one, but it seems to me that it is our business to 
find out how to handle our property to get the most out of it, and 
to save our resources while we have a chance. There have been severe 
attacks on the national conservation policy in these western states, 
but that policy has developed very largely because the western states 
showed so little inclination to protect their own property. I believe 
that we are intelligent enough to do as European people have 
done in handling the possessions of the state. At any rate, while 
those possessions are in our hands we ought to make the most of 
them. The case of the university tract has been cited. If the 
wishes of certain o£Scers of the state and of certain private individuals 
had been complied with a few years ago that property would have 
passed out of the hands of the state and the university would have 
lost all benefit from it for a ridiculously low figure. It seems to me 
that is just the point. The disposal of the public property for less 
than it is worth, for less than its prospective worth in a very few 
years is the issue involved here. 

E. T. Allen: Dr. Brauer's question was in regard to the re- 
tention of these state resources, and that was discussed from the point 
of state revenue. I think Professor Custis put us on the right track 
there when he attempted to classify them and say that certain prop- 
erties should be kept under public control, and under that idea led 
us naturally to the consideration of the other which we might well 
sell. In other words, there is the land for homes. Now, contrary 
to Mr. Kaufman's theory, there is a theory in regard to land owner- 
ship that is very sound, which appeals to the street-car driver and 
the college man — ^the fellow who cannot deal in stocks, mines and 
saw-mills but who wants some way to invest his money that he feels 
is safe, that his financial masters cannot juggle him on. Most of our 
land is not owned by people who exploit the rentals but by people 
who have no other means of saving anything, and a great many po- 
litical economists believe that private ownership in that way is a 
great inducement to thrift, that a man who would otherwise spend 
his money will save it and get a home. He feels that he does not 
want to speculate but that there is something that his wife and 
children can have. Now I think that state lands should be classified 
in some such way as that, not leased but sold to the people. Fur- 
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thermore there is the question of productiveness which every nation 
faces sooner or later, of getting enough to eat, and it is pretty well 
conceded that the tenant, the man who is not sure that he is going 
to retain this land for farming, will probably not drain the swamp 
and irrigate the dry land. In other words, would this land raise 
quite as much cabbages and hay under any leasing system — I am 
speaking of farm land — as it would Tinder the system under which 
the farmer is building something that is his? It is a question beyond 
state revenue and one of encouragiig communities. 

Dr. Brauer: I did not intend to raise the entire question of 
land tenures, and I am not one of those who advocate the entire 
abolition of private ownership of land. I raised the question of land 
endowments for specific purposes. The whole question is simply this, 
would these school funds derive more revenue in the long run if they 
drew the entire rental from these lands, especially from agricultural 
lands, than if these lands were sold and the proceeds invested and 
these funds get merely the interest? I have seen this in Australia 
and New Zealand. The Australian government in the early days 
set aside certain sections of land for the use of the natives — ^the black 
fellows' sections, we used to call them. As far back as my memory 
goes, I remember farmers who lived on those sections and paid an 
annual rental to the government for the support of native tribes. 
Nobody familiar with the situation would pretend that those native 
tribes would have derived as much value from those lands had they 
depended merely on the interest from investment of the proceeds of 
sale at that time. They were getting the full rental value of those 
lands. That is the only question I was raising, whether lands set 
aside as endowments for public institutions would not bring more 
revenues for those institutions if they had the property rentals in- 
stead of being dependent on interest from proceeds of sales. 

Mr. Skaggs: I just want to make a short statement with re- 
gard to what Mr. Parish has said. The assessment of harbor area 
leases is so small in the entire state that in our computation we gen- 
erally put them along with the improvements, and I overlooked the 
fact that there is a small amount received from that source. The 
part the state receives is almost infinitesimal, and I do not think it 
is worth considering. The land board at the present time is getting 
for harbor area leases in little towns like Port Angeles and Charles- 
town as much as or more than it is getting from the leases of the 
harbor area of Seattle. It seems all out of proportion. Further, in 
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regard to what Mr. Parish has said, if I lease property from a 
private party or corporation I have to pay my rental just the 
same even though I pay a tax on the lease. I think the public busi- 
ness should be handled in the same manner as private business, and 
I still insist the state ought to receive a fair rental for its harbor 
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There is a saying of Edmund Burke that government should be 
adapted not to human reason but to human nature. There is prob- 
ably no sphere of government activity in which Burke's saying has 
greater applicability than in public finance. The mere considera- 
tion of the justice and probable economic effects of any scheme of 
taxation will often fail to throw light upon its practicability. Not 
that the justice and economic effects should not be held steadily in 
view, but that the intrinsic reasonableness of a tax is no guarantee of 
its workability. The failure of the general property tax, for example, 
is due not so much to any inherent unreasonableness as to certain 
moral shortcomings of taxpayers. Our national custom duties fall 
more heavily upon the poor than upon the rich; but in times of emer- 
gency, people who would violently protest against a moderate in- 
crease in their direct taxes will submit without a murmur to an ex- 
action two or three times as great by this indirect means. The public 
financier, therefore, must not fail to take into consideration the ir- 
rationality of rational beings. 

A tax is also a part of the workings of a political system and 
must adapt itself as far as possible to that system. Where gov- 
ernmental power is divided into different jurisdictions as is the case 
in our federal system, the problem of providing a suitable financial 
policy is stUl further complicated. This is especially true in any 
attempt to lay down general principles governing the taxation of in- 
dustrial and mercantile corporations. This practical problem regard- 
ing such taxation arises in at least three ways: In the first place 
the capitalist may be taxed on shares and on bonds in his state of 
residence; in the second place, the corporation may be taxed in the 
state of incorporation; and in the third place the corporation's prop- 
Jerty, or at least a part of it, will certainly be taxed in the state 
where the factory is located. When it is remembered that the hold- 
ers of corporate securities may live in any one of at least fifty juris- 
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dictions, including all the states, territories and District of Columbia; 
that in any one of these fifty jurisdictions the corporation may be 
incorporated; and that in any one of these fifty jurisdictions the cor- 
poration may own property; the problem is susceptible of no less 
than 125,000 possible variations. 

Notwithstanding this complexity the question of how corporations 
should be taxed demands some sort of an answer, however tentative. 
The system of taxing corporations and corporate securities is of vast 
and growing importance to the general public. No intelligent person 
needs to be told that the growth of the corporate form of doing busi- 
ness has transferred a great amount of property into the hands of 
corporations, and that this amount is destined to increase both abso- 
lutely and in comparison with private holdings. 

The early principle of corporate taxation was the assessment 
of all real and personal property by local o£Scials. In other words, 
corporations were taxed by the same methods as individuals. This 
primitive system has been retained up to the present day in most 
commonwealths, especially in the case of industrial and mercantile 
companies. Some states, especially in the West, which have a spe- 
cial corporation tax applicable to manufacturing companies, either 
make no attempt to enforce the law, or its application is a practical 
failure. Such a state as Kansas has a capital stock tax and taxes 
the corporate excess of mercantile and manufacturing companies ; but 
it collects only about $13,000 annually from this source. 

The maintenance of the general property tax has been due in 
part to the indisposition to look upon the corporation as an artificial 
creation of the state enjoying special privileges and demanding a 
different treatment from other business forms. It is held that any 
departure from the general system of taxation results, and is in- 
tended to result, in giving to the excepted class an exceptional benefit 
or burden. It is further contended that in these days corporations 
should be considered, not as abnormalities, but as normal and neces- 
sary forms for doing business in the large and permanent manner 
required for the benefit of society; that hence in creating corporations 
a state should be considered as performing a duty rather than as 
granting a privilege. According to this view, special fees may be 
charged covering the cost of the work for clerical and similar services 
performed in connection with creating corporations, but the property 
and business of these organizations should be taxed in no exceptional 
manner and with no exceptional machinery. 
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The position has received some support in those states where 
valuations of the properties of railways and other public service 
corporations have been made for rate-making purposes. It has been 
argued that if a corporation is entitled to a certain return on a prop- 
erty valuation fixed by a state commission, it is no more than just 
that the corporation should be taxed on the basis of that valuation. 
While this contention has been urged mainly in the case of public 
service corporations, its influence on the theory of corporate taxation 
in general is obvious. 

Considerable modification, however, has been made in the general 
property tax as applied to corporations. Certain specialized forms 
of taxation are tending to supplement this tax, though to a less ex- 
tent in the case of industrial and mercantile corporations than in the 
case of concerns commonly known as public service corporations, 
and to a less extent in the West than in the East. The most preva- 
lent of these special forms is some kind of a tax on capital stock. 
This tax assumes many different forms, depending upon the state 
and upon the general character of the business, upon whether the 
corporation is domestic or foreign. According to the report of the 
commissioner of corporations on Taxation of Corporations, manufac- 
turing companies may be taxed on their authorized capital stock or 
on the capital stock actually issued. They may be taxed on the par 
value of their stock or on its market value. The stock may be taxed 
to the corporation itself or to the stockholder. The tax may be on 
the appraised value of the capital stock as represented by property 
employed within the state. It may be on the aggregate value of the 
shares of stock less deductions for taxes on real estate collected for 
local purposes or for local and state purposes. 

Where the bonded debt of a corporation is taxed the tax is gen- 
erally on the security in the hands of the holder in the state of his 
residence. This, of course, usually means that the tax is not paid. 
The failure to reach bondholders is due not so much to any lack of 
recognition of the need and justice of this tax as to certain consti- 
tutional difficulties in imposing it. 

The state taxation of receipts and earnings which applies in cer- 
tain jurisdiction to railroads, car, express, telegraph and telephone 
companies is not imposed on manufacturing companies in any of the 
twenty-four states covered by the investigations of the bureau of 
corporations. The failure to tax the earnings of manufacturing and 
mercantile corporations arises out of several conditions, of which the 
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competition among the states for the location of industries in their 
midst is probably an important factor. The want of publicity re- 
garding the business of these concerns and the lack of any uniformity 
in their systems of accounting also make this form of taxation a dif- 
ficult one to administer through state authority. 

The State of Delaware imposes on manufacturing corporations 
a graduated license tax, based on the aggregate cost value of real and 
personal property located within the state and used in production or 
manufacture. A similar tax is levied on domestic and foreign mer- 
cantile corporations based on the cost value of articles purchased 
during the course of purchasing and selling property of any de- 
scription. 

From what has been said it will be seen that mercantile and 
manufacturing corporations are taxed in the several states mainly 
on their property, real and personal, and their capitalization. The 
most interesting example of a thoroughly consistent policy in cor- 
porate taxation adopted at an early date and steadily adhered to is 
the system employed by the State of Massachusetts. The total ex- 
pense of the Massachusetts state government in 1907 was approxi- 
mately $13,500,000. The receipts from the special taxation of cor- 
porations in that state paid about one-third of this sum; and an ap- 
preciable fraction of these receipts was derived from mercantile and 
manufacturing corporations. 

The principle of the Massachusetts system is what is known as 
the "corporate excess," which applies to all corporations, excepting 
foreign manufacturing and mercantile companies. The corporation 
is taxed upon its real estate and tangible property — in the case of 
manufacturing organizations, machinery in the locality where the 
property is situated; and then the state tax commissioner estimates 
the value of the capital stock of the corporation, deducts therefrom 
the amount of property taxed by the localities and taxes the corpora- 
tion upon the residue, called the "corporate excess." There is also 
a deduction of the value of property which is in another state or 
country and subject to taxation therein. On the net valuation or 
corporate excess thus reached the state directly imposes a tax at the 
average tax rate of all the cities and towns of the state for the last 
three years. The tax, however, must not exceed a levy at this rate 
on an amount twenty per cent in excess of the value of the real es- 
tate, machinery and merchandise and taxable securities; nor is it to 
be less than one-tenth of one per cent of the market value of the 
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capital stock. This tax is paid by the domestic corporation to the 
state treasurer. The stockholder in a domestic corporation paying 
this tax is relieved of any further financial responsibility on the shares 
he may own. 

On foreign corporations doing business in this state there is a tax 
of one-fiftieth of one per cent on the par value of their authorized 
capital^ the tax not to exceed $2,000. The resident stockholder in 
such corporations is also liable on the shares he may own. 

The theory of the tax on corporate excess has much to conunend 
it as a means of reaching the intangible worth or property of the 
corporation. But its operation in Massachusetts has one serious de- 
fect. In computing "corporate excess" no consideration is given to 
the intangible value represented by bonds. It is true that the bonds 
of resident bondholders are taxed, but revenue from this source is 
negligible in amount. Undue advantage is given to corporations with 
property represented by bonds and other forms of indebtedness. In 
legal theory there is a distinction between the liabilities of a corpora- 
tion upon its stock and upon its bonds. In practice, however, both 
classes of securities generally represent funds invested by the cor- 
poration for identical purposes such as the purchase of property, ma- 
chinery and the like. Under the Massachusetts system there is an 
incentive for corporations to increase their issues of bonds in prefer- 
ence to capital stock. 

The system of corporation excess as worked out in Massachu- 
setts, notwithstanding the serious defect just noted, is probably the 
most adequate of any to which business corporations are subject in 
this country. The method of taxing corporate excess in Connecti- 
cut in the cases of steam and street railways modifies the Massachu- 
setts system by treating bonds as if they were stock. However, this 
method is not applied in that state to industrial and mercantile cor- 
porations, although its application has been strongly urged by state 
officials. 

On the whole there is little to commend and much to condemn in 
our present methods of taxing business organizations. The commis- 
sioner of corporations in his Report on the Taxation of Corporations 
says, "Taxation of corporations of a general nature, such as manufac- 
turing and mercantile companies, has received less development than 
taxation of any other corporations, and, in fact, in many of the states 
these corporations have been left entirely to the general property 
tax. In considering this class of corporations there is always present 
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the tendency to sacrifice revenue to the policy of encouraging industry 
and trade." The same authority^ in discussing the Connecticut system 
of taxation says, "Undervaluation is especially the rule in the as- 
sessment of property of manufacturing and mercantile corporations." 
He quotes William H. Corbin, the tax commissioner of the state, who 
says: "This practice of undervaluation, contrary to the statutes, 
has prevailed for many years, brought about apparently by a desire 
to encourage the development of the business of such corporations. 
Thus from the information available it seems to be true that such 
corporations are not taxed even on their tangible property so nearly 
in accordance with their actual holdings or with the proper basis of 
the valuation as defined in the statutes as are individuals engaged in 
similar business, farmers, and the smaller property holders." 

This evasion of taxation on the part of business corporations 
is a more serious evil and one more difficult to overcome than similar 
evasions on the part of railroads and other public service corporations. 
The investment of a railroad in roadbed, stations, etc., is a fixed in- 
vestment which is not likely to be changed with change in a state's 
policy of taxation. Furthermore, if business is attracted to a state 
either on account of natural advantages or tax laws railroads will fol- 
low the possible traffic to be secured by this industrial development, 
regardless of the state's method of taxation. Not so, industrial and 
mercantile companies. The location of plants and the place of in- 
corporation are to a considerable extent influenced by state laws 
concerning regulation and taxation. The result of the competition 
among states to secure business is great diversity in legislation and 
an artificial interference with the natural trend of business. 

It may be said in this connection that business corporations like 
railroads and other organizations are becoming more and more inter- 
state and national and even international affairs. To be reached 
adequately and justly national machinery, it seems to me, must sooner 
or later be employed. President Hadley of Yale University in speak- 
ing of corporate taxation said, "Even though the revenues from this 
source continue to be used for state purposes, it seems inevitable that 
their assessment should be under national control, if we are to avoid 
double taxation and other evils which prevail in the present system." 
In view of the growing importance of the large corporation and the 
competition among the states to get business concerns to locate in 
them, the need of national machinery or some other agency capable 
of evolving cosmos out of chaos is extremely urgent. 
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To propose an ideal method of taxation for business corporations 
is not the purpose of this paper, but a few principles which should 
gfuide us in developing such a method may be indicated. These prin- 
ciples are not new to students of public finance, but in view ■ of the 
present chaotic condition of corporate taxation in this country they 
will bear repetition and comment. 

Business corporations, like other corporations, should be taxed 
separately and on different principles from individuals. The general 
property tax is a failure when applied to natural persons ; it is worse 
than a failure when applied to corporate entities. 

Business corporations, like other corporations, should be taxed 
locally on their real estate only. In speaking of the real estate sub- 
ject to this local taxation only ordinary property coming under this 
head is meant. Mineral lands, timber-lands, and the like, owned by 
manufacturing concerns should, of course, be taxed by the state, and 
on different principles from ordinary real estate. 

The corporation tax should be a tax for state purposes and 
levied on earnings or on capital stock and loans. Net earnings, in- 
cluding all incomes above the expenses of operating the business, con- 
stitute a fair theoretical basis for imposing this tax. There are many 
difficulties in administering this tax both on account of differences in 
the methods of determining net earnings and the problems of appor- 
tioning the earnings going to each state in the case of corporations 
doing an interstate business. Constitutional difficulties also make this 
form of state taxation difficult to impose. Whatever may have been 
the success of the federal corporation tax, a state government labors 
under serious and peculiar handicaps in imposing this tax. 

Under present conditions the tax on capital stock and loans at 
their appraised market value is probably the most practicable scheme 
for the state taxation of business corporations. Only so much of 
the capital should be taxed as is employed within the state. There 
should be no distinction between domestic and foreign corporations. 
Each should be taxed for the capital employed within the state. The 
bonded debt should be considered a part of the capitalization for tax- 
ation purposes. 

Where the corporation is taxed on its stocks and bonds the hold- 
ers of these securities should be exempt. Where the corporation and 
the shareholder or bondholder are residents of different states the tax 
should be divided between the states by some interstate agreement or 
national agency. 
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Where a corporation has become a monopoly an additional tax 
should be levied. Some of the largest business corporations are more 
than mere manufacturing and mercantile organizations. Such a con- 
cern as the United States Steel Corporation with its subsidiary com- 
panies is more than a manufacturer of iron and steel products. Own- 
ing or controlling extensive deposits of ore and coal^ it must be taxed 
on these properties by some method appropriate to the holders of 
mineral lands and the nature of such holdings. Its railroads and its 
extensive ore fleet on the Great Lakes should be taxed by a system 
adapted to these transportation agencies. In so far as the control of 
the sources of its raw material can be said to give it monopolistic 
power it should be taxed as a monopoly. It is needless to say, how- 
ever, that such an organization as the United States Steel Corpora- 
tion presents many problems in taxation which are difBcult for any 
state, or several states acting together, to solve. It is such organ- 
izations as these, as well as problems connected with the differences 
among the states themselves in the treatment of interstate corporations, 
which seem to call for some national regulative agency. 

What the general results of the study of corporate taxation were 
at the time the bureau of corporations had finished its investigation 
of the systems obtaining in the New England and the middle Atlantic 
states, some three years ago, are summed up in the bureau's report as 
follows : 

1. "Each state has a system of its own, and as yet there is no 
marked tendency toward uniformity. 

2. "No state at present treats all corporations in exactly the 
same way, and as between the several sorts of corporations the ten- 
dency still seems to be toward further differentiation. 

3. "In most of the states changes are so frequent as to indicate 
that as yet a satisfactory and ultimate method has not been discov- 
ered. 

4. "The income from corporate taxation is almost invariably in- 
creasing, partly because of increase in the number and size of corpora- 
tions and partly because of changes in methods of taxation. 

5. "There is a tendency toward separating sources of local 
revenue from sources of state revenue, and the taxation of corporations 
tends to become a source of state revenue only, with the exception 
that corporation lands, other than rights of way, are still usually taxed 
like the lands of individuals. 

6. "The taxation of corporations is chiefly administered by state 
officials." 

From these results it will be seen that we have made but little 
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progress in the taxation of corporations in general; and I am not 
sure but that the most serious problem to be faced is how to tax the 
business corporation adequately and justly. 

DISCUSSION 

Carl C. Plehn, Professor of Public Finance, University of Cal- 
ifornia: The experience in California in the past four years has 
thrown some light upon the problem of assessment of mercantile busi- 
ness corporations. These I think should be put in a class by them- 
selves, although they may also fall into many different groups. I 
think we learn a great deal more, at least I do, by actually doing 
things than by thinking about them or reading about them. We cer- 
tainly have been obliged to do things under the provisions of the con- 
stitution and statutes of California in this regard. The constitution 
provides that the franchises of all kinds whatsoever shall be directly 
valued and assessed, excepting those that are possessed by corpora- 
tions taxed upon the basis of their gross receipts, and banks taxed 
on basis of a stock value. The last mentioned franchises being cov- 
ered by the other method of taxation are not assessed per se. The 
state board of equalization has to make the assessment for taxation 
purposes of the franchises of all other corporations. The disposition 
of the tax to be received from the franchise is a matter of detail, and 
does not concern the principle or the method in which I am inter- 
ested. The franchise tax is, according to the theory of the law in 
California, a tax upon the corporate excess. Through a long series 
of cases, applied mainly to public utilities, the idea of the franchise 
value as identical with the corporate excess has been developed and 
well established in California, and it was eventually carried over and 
applied to a bank in the famous case of The Bank of California vs. San 
Francisco. In that case the court held not only that a bank possessed 
a taxable franchise, which of course was a new notion up to that 
time (the franchise had previously been regarded mainly as the value 
of the special privileges enjoyed by public utilities), but it laid down 
or distinctly approved a method of arriving at the value of the fran- 
chise for taxation purposes which has since been followed and has 
been regarded as the established method in California, and it has 
been sustained by the courts in numerous other cases since then. Now 
when it comes to the application of this principle to mercantile and 
business corporations we found a number of interesting things. In 
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the first place we found that there were not merely mercantile cor- 
porations on the one hand^ and manufacturing corporations on the 
other hand; but in dealing with each you have to recognize substantial 
differences between the different kinds of corporations as to business. 
We found that it is not advisable to treat a dry goods business by 
exactly the same methods of computation that we would apply to 
a hardware store. We found that drug stores fall into a category 
more or less by themselves and so do batcher shops, grocery stores, 
liquor dealers, etc. All through the different lines of corporations and 
businesses, we find different principles applying. While we have not 
yet been able to work out full details for the classification of corpora- 
tions and to make an analysis of the principles underlying the differ- 
ences, this much is clear. If you are figuring for example, on the 
basis of the best item of information that you can get in your state- 
ment from the corporation, to-wit, the gross receipts, and if you 
are suspicious that the return as to net receipts is not a truthful one 
or that perhaps a certain portion of the net receipts have been con- 
cealed and deducted in the form of salaries, etc. ; we found that in one 
class of corporations you can assume with a fair degree of certainty 
what the net returns ought to be or that they would be normally such 
and such a percentage, while in another class the ratio would be 
very different. Those, of course, are details that have to be worked 
out with great care. 

Another interesting feature of the situation is the basis of ar- 
riving at the taxable value. Of course, when it comes to a domestic 
corporation, a purely home corporation doing business solely in the 
state, it is simple. You deduct from the sum of the stocks and bonds 
at their actual market value the value of the tangible property. If 
you cannot get market values you have to estimate the capital value 
as best you may. Generally speaking, our board is very liberal in the 
rate of interest that it assumes in capitalizing, taking rarely less 
than 10 or 15 per cent and as high as 20 per cent where the business 
is speculative. We used to deduct the assessed value of the tangible 
property and then make allowances afterwards by taking a small per- 
centage of the remainder. But we are now using the full true value 
of the tangible property, be that property in the form of real estate 
or in the form- of stock, wares on hand, bonds, securities, money, 
whatever it may be. 

When it comes, however, to interstate corporations we find a 
multitude of interesting difficulties, and they are very interesting 
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indeed. They are hard nuts to cracky but they are great things 
to make you think, and it is great fun to think about them and work 
them out. You take, for example, say the X. Y. Z. trust. Now, 
the X. Z. Y. trust does business in California, and it is safe to say 
that approximately one-fiftieth or more of its business is done in 
California. What does that company do? Like many another, it 
comes sneaking into California in the guise of a little bit of a cor- 
poration with a very small capitalization. It is apparently another 
corporation by an entirely different name, the stock of which is buried 
in the stock of the trust; it is merely a selling agency. Now, we 
have a good many of those. What shall we do? Assuming that this 
little one is the disguise of a big one, we can take the capital stock 
of the big one as the basis. Then again, the company has very little 
tangible property in California. For awhile we were decidedly puz- 
zled as to how to handle that kind of corporations when they came 
into the state with most of their tangible property taxed elsewhere. 
The law prescribes for us that we must confine our attention to the 
capital used in California, but the franchise, of course, is the main 
thing used in California, and we have therefore a right to be quite 
liberal in estimating. Our first idea was to fix the value of the fran- 
chise of the whole concern, exercised in the United States and the 
world at large, and then take that portion which we estimated be- 
longed in California, based somewhat upon the portion of the receipts 
earned in California. That, however, came to be troublesome be- 
cause of the differences in the ratio of the assessed to the true value 
in the different states, and other things of that sort. The final solu- 
tion that we hit upon and which seems to be working pretty well is 
to just apportion the entire capital, regardless of where the tangible 
property is located, take our share for California, and then deduct 
whatever tangible property is in California. Of course there are 
attorneys who have argued that we are carrying tangible property 
from New York to California, but so far they have paid the taxes. 
There may be some merit in their argument and there may not be. At 
all events, that is one way of treating them. 

There is another difficulty in handling those concerns which have 
practically no tangible property at all. Take the chewing gum 
companies. These are no small affairs. There are chewing gum 
companies in this country that take in $9,000,000 gross in the year. 
They come into the state with practically no tangible property and 
little anywhere else. Their whole value is franchise value, and the 
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diflSculty there is that practically all the information you can get of 
any kind whatsoever is regarding the gross receipts. We have to go 
sometimes on the rough idea that the population of California con- 
sumes about as much of a given product as the population of any 
other state, and apportion the gross receipts and from them the 
franchise value on that basis. One thing must be guarded against. 
The courts will sustain such assessments so long as they do not get to 
be very excessive or severe or arbitrary, and in as much as such 
computations are necessarily relative and necessarily have to rely 
upon certain very crude assumptions, in many cases you have to be 
very careful to keep well within the margin of your first computed 
absolute corporate excess. There is, moreover, a hazy idea under- 
lying some decisions to the effect that it would not be proper — although 
the law does not often seem to involve that difficulty — it would not be 
proper to tax, under the guise of a franchise, anything representing 
good will, anything other than the pure franchise value. I think it is 
for that reason that the California board has been so cautious in fol- 
lowing the suggestion of the Bank of California rule which was orig- 
inally put there as an allowance to offset the usual undervaluation of 
other property, of taking only approximately one-fourth of the aggre- 
gate corporate excess and of taxing that as the franchise value. 
Tested by common sense and careful investigation of actual condi- 
tions of a thousand or so corporations, the rigid method of computa- 
tion obviously gives too high a franchise value. It is curious that the 
method of computation, apparently so accurate, will have to be modified 
when tested by other standards. But the fact remains. So for safety's 
sake the assessment has been made at about one-fourth. 

I wish to state in closing that for four years we have been getting 
from that source alone, which previously yielded very little — ^the 
franchises assessed prior to that time being mainly franchises of pub- 
lic utilities now reached in another way — we have been getting from 
corporations, entirely exclusive of public utilities, banks and insur- 
ance companies, and including, therefore, only the miscellaneous busi- 
ness corporations, some twenty thousand of them, about $1,600,000 
per annum in state taxes. Public utilities are now reached in another 
way. The whole thing is paid to the state with us and is not dis- 
tributed in any way among the localities. That, however, is another 
question. The business corporations, never having been accustomed 
to these taxes, fought them and hissed just as loudly as they could 
possibly hiss. They did not like to part with the tax money, but 
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they are gradually getting used to it, and perhaps after the analogy 
of lessening the pain in the ease of the amputation of the puppy 
dog's tail by taking oflf a few inches at a time, they will eventually 
get over the feeling of suffering and be satisfied that it is a good tax. 

B. F. McCurdy, County Assessor, Yakima County: In assessing 
corporations doing a mail order business, have you worked out any 
plan for assessing them on any tangible basis? 

Professor Plehn: I cannot say that we specifically deal with the 
class of corporations you doubtless have in mind. So far as I know 
the mail order business in California is entirely in the hands of local 
firms and houses, and Sears-Roebuck and so on do not to my knowl- 
edge come into the state. The same principles would, however, apply 
to those if they did come in. 

Professor T. S. Adams: Do you make an allowance to domestic 
corporations substantially acknowledging similar taxes of other states 
in which your own corporations do business? 

Professor Plehn : Yes, when our domestic corporations go outside 
we make the same allowance to them as to foreign corporations com- 
ing in. We have to. The constituiton provides that a foreign cor- 
poration shall not be allowed to do business in California on any 
more favorable terms than a domestic corporation. 

Norwood W. Brockett of Seattle: Does it work out, for instance, 
when two men engage in identically the same business ; that is to say. 
Smith & Brown incorporate and go into the manufacturing business, 
and Jones does not incorporate but invests an equal amount of money 
that the corporation has invested in property and does approximately 
the same amount of business. Now, the application of this excess 
tax would work a hardship and cause a greater tax to be paid by the 
company which is incorporated than by the exactly similar company 
which is operated by an individual. It is discriminatory to that ex- 
tent. 

Professor Plehn. Yes, to that extent. Of course, the answer to 
that is a two-fold one. In the first place, this reveals a gap in our 
system at the present time. The proper remedy, in my opinion, is 
either a systematic taxation of good will, or, if that does not prove 
feasible, a license tax on firms and individuals covering the lines of 
business represented by the corporations. But so far as the corpora- 
tions are concerned there is still another answer. If it were not worth 
while to stay a corporation and pay this tax we should have many dis- 
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incorporations. If there was not a taxable value there it ■would soon 
disappear ; but, as a matter of fact, we have had during the four years 
no considerable number of corporations disincorporated, and an in- 
vestigation of those that did showed that they would have disin- 
corporated, tax or no tax. It follows that the form of doing busi- 
ness as a corporation is worth something, and if you simply analyze 
the situation they demonstrate it themselves by being willing to pay. 
Take, for example, family corporations or a mere holding company. 
They are perfectly willing to continue in existence as a corporation 
and pay $2,500 taxes or franchise licenses. It follows that the taxes 
must represent a capital value which is worth that to them, or they 
would not continue to do business that way. The fact is demon- 
strated then that there is a franchise value there, and if you are going 
to try to tax all property you ought to tax that. Now, as to the eco- 
nomic principle back of that and the difference between the partner- 
ship and corporation, that is something I have never successfully 
worked out in my own mind. It appears to work a discrimination. 
Corporations howl about that point, but they do not disincorporate. 
They must therefore have something there that is worth hanging on to. 
Charles J. Bullock, Professor of Economics, Harvard University : 
We have taxed business corporations in Massachusetts for substan- 
tially fifty years. We have had an opportunity in the course of this 
time to get some long-run effects of this so-called corporate excess 
taxation, which are not secured in one year or ten or fifteen or twenty 
but are worked out in the longer run. Our system has been in opera- 
tion so long that its possibilities have been pretty fuUy worked out, 
and the corporations have had time and opportunity to adjust their 
affairs to the system. The result is that a more unequal and absurd 
system of taxation could hardly be devised than that which we are 
now operating to the admiration of the students of taxation who 
read and write about it. How does that come about? Well, in the 
first place, the possibilities of our law are studied by corporation at- 
torneys, as they are bound to be studied, and the affairs of the cor- 
poration adjusted to the law. For instance, we allow a deduction for 
non-taxable securities; and some corporations by a little juggling 
with their assets, are able to make reports to the tax commissioner 
that materially reduce the taxes they pay. Again some of our trust 
companies have discovered that a deduction can be secured for mort- 
gages, and a number of them manage, by investing depositors' money 
in mortgages, to wipe out the greater part of the tax on their capital 
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stock. Some years ago a large commercial concern that had been 
taxed in Boston upon close to a million dollars of merchandise in- 
corporated, purchased the store in which it had been doing business, 
giving a mortgage therefor, and then secured a deduction on account 
of the mortgage which wiped out its entire tax upon its corporate 
excess. 

To my mind the most serious objection to the system is that it 
taxes a young concern that has developed a profitable business much 
more heavily than a large, established company that has actually 
accumulated a large surplus. We have in Massachusetts old manufac- 
turing concerns that in the course of a long and successful career 
have accumulated assets that exceed very greatly their nominal cap- 
italization. The value of these assets is very imperfectly reflected 
in the current value of the shares of capital stock, and such com- 
panies pay a comparatively light tax under our system. 

Professor Adams: Professor Plehn and Professor Bullock have 
been discussing the franchise or corporate excess tax on mercantile 
and manufacturing corporations. I do not believe that the adoption 
of such a tax in states which do not have it already is likely to create 
a serious problem. The real problem is whether we shall extend 
special leniency to mercantile and manufacturing corporations ; not 
whether we are to set out by means of a corporate excess or franchise 
tax to get something which we are not now receiving. That is the 
first point. 

Secondly, I think it becomes clear from the statements of Pro- 
fessor Plehn and Professor Bullock that we lose in this corporate 
excess tax all of that certainty, all of that simplicity, and much of 
that relative justice which are the fundamental requisites of a tax. 
I listened with a good deal of interest to Professor Plehn's state- 
ment of the necessary roughness involved in the administration of 
this tax, and the practice of keeping the valuations down. I have been 
told that the franchise tax in California supplies the necessary ele- 
ment of elasticity in the tax system, i. e., the valuations go up when 
the state needs revenue and down when retrenchment is possible. 
The whole administration of the tax as I understand it, not only in 
California but more particularly in certain other states, seems to 
violate those requirements of certainty and simplicity which should 
characterize the taxation of business enterprises. From my experi- 
ence the corporate excess tax is weak from the standpoints both of 
theory and practice. 
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First of all, stock values frequently cover or represent property 
which is taxed in other ways or properly exempt, and when you 
begin to make deductions of this kind the results frequently become 
absurd. The practice of crediting or allowing for investment in other 
corporations has brought confusion not only in Massachusetts, but in 
Maryland and other states. This I understand the California law 
does not permit. 

A more fundamental weakness arises from the difficulty of select- 
ing proper rates of capitalization. We pass over this difficulty very 
rapidly in our discussions, but stock in the great majority of ordinary 
corporations is not sold and has no clearly determined value. The 
only way to estimate value here is to capitalize net income. First, 
therefore, we must secure accurate statements of income. After these 
have been checked up and scrutinized there stiU remains the difficult 
problem of determining what rates of capitalization are to be ap- 
plied. This is exceedingly difficult, particularly with the small cor- 
porations. To go over reports from ten or twelve thousand corpora- 
tions, check up their statements, analyze and tabulate the fluctuating 
earnings from year to year, take into accoimt the changes in business 
outlook and make proper allowance for inter-corporate investment — 
to do all this for ten or twelve thousand business corporations and 
do it accurately is to my mind a task beyond the power of the average 
tax machine. The Wisconsin method of dealing with this situation 
seems to me much preferable, i. e., to tax the tangible property and 
supplement that by an income tax. This has great advantages. You 
avoid the necessity for capitalization. You get rid of the difficult 
problem arising from the business concern which has no net earnings. 
You avoid the difficulty mentioned by Professor Bullock of penalizing 
industry in its formative and developmental stage. If it is not mak- 
ing any money it is not taxed except on its tangible property. The 
State of Maryland, after having tried the corporate excess method 
longer perhaps than any other state except Massachusetts, has re- 
cently abandoned it. 

I want to register also one other conviction based upon consid- 
erable experience and close watching of the situation for years. It 
has to do with the question of extending tax favoritism to manufac- 
turing enterprises either in the form of lower rates of taxation or 
lower assessments. Within reasonable limits, the only limits that 
we have to discuss, state or local taxation in my opinion plays almost 
no part in the location of business enterprise. It may be a good thing 
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to exempt manufacturing plants while they are under construction 
and in a formative stage; and taxation should be lenient upon busi- 
ness corporations untU. they get under way. But beyond this the 
business concern that needs coddling is a source of weakness and not 
of strength to any community. Moreover, you will not bring manu- 
facturing enterprises to a place by merely letting up on taxation. 
Business enterprise, capital in the abstract, demands fair taxation. 
It is infinitely sensitive to any manifestation of a spirit of unfairness 
or persecution. "Strong-arm" methods, evidences that tax adminis- 
trators or legislatures have it in for them, will turn investors away. 
Business withers before that sort of discrimination; but the average 
business man, reluctantly in some cases, will stand up to a system 
of taxation applied in a spirit of fairness and tactful reasonableness 
which treats him — ^the manufacturer and the merchant — just as it treats 
everybody else. 

Finally, I desire to register the opinion that so far as concerns 
engaged in interstate business are concerned, there can be no satisfac- 
tory solution of this problem either by income or other forms of 
taxation until the federal government steps in and settles in a wise 
way the problem of apportionment among states. The rate of tax- 
ation should not be uniform, because the burden of taxation actually 
differs in different states. But how much of the capital of an inter- 
state corporation is represented or should be taxed in states A, B 
and C, or how much of its income is earned or fairly assignable to 
A, B and C, are questions to be settled by a single superior jurisdic- 
tion. There is the same reason for federal control here that there 
is for state control of the taxes of what are called "continuities" in 
Colorado, i. e., corporations having plants or property extending 
into more than one county of the same state. 
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It was in a moment of weakness that a promise was made to 
prepare a paper upon the subject just announced. At that time I was 
vain enough to think I could cope with the subject. Upon reflection 
and serious consideration^ I have concluded that your committee made 
a mistake in requesting me to write or speak on this subject and that 
I made a still more serious mistake in undertaking to do so. 

I am not at all sure that anyone will agree with me when I 
finish. Certain it is, that this is the paper of a tax novice. It is 
rambling and disconnected and like the minister's sermon, about every- 
thing except the text. It is more a matter of taking advantage of 
the situation to air personal views. These may be ethereal. Many 
of you are tax experts. Many of you have given the subject of tax- 
ation mature consideration from scientific angles. To such this paper 
may seem academic. 

Puzzling and intricate questions are many in constructive legis- 
lation. In order to carry out my ideas, it will probably be necessary 
to have our constitution not only amended but revised. Hence, there 
is little hope of any suggestion herein made being adopted or carried 
out at an early date. 

Taxation difficulties as to public utilities other than interstate 
operatives may not be greater than as to other property. Rolling 
stock of interstate carriers illustrates complications that arise. 

In the report of the National Tax Association of 1913 (pp. 373, 
375, 376), we find on the subject under consideration a report of 
a committee containing the following: 

"At the present time three of the states (Maine, Minnesota and 
California) tax gross receipts in lieu of other taxation of the fran- 
chises and operating property of railroads. At least seven other 
states, however, (Maryland, Ohio, South Carolina, Texas, Virginia, 
Pennsylvania and Rhode Island), employ gross receipts taxes in addi- 
tion to, or in combination with, taxes upon property or franchise. 

"Delaware levies a tax of fixed amount in lieu of all other tax- 
ation, and Pennsylvania imposes a tax levied at the rate of five mills 
upon the capital stock. In these states, therefore, the rate im- 
posed upon railroads bears no relation to that levied upon other 
property subject to taxation. 

(125) 
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"In Maryland railroad property is locally assessed and subject 
to taxation at local rates. In the remaining states all or some part 
of the railroad property, usually that described as operating property, 
is assessed by some state board or commission. These states tax 
railroads according to some kind of an ad valorem method, but exhibit 
none the less considerable diversity. 

"Connecticut taxes the outstanding stocks and bonds at a per cent 
which is assumed to represent the average rate imposed upon other 
property. Massachusetts taxes the capital stock at an average state 
rate and deducts from the value of the stock the value of real estate 
and machinery subject to local taxation. In Rhode Island the tangible 
property is subject to local taxation rates, while the state levies a 
tax upon gross receipts in lieu of taxation of the intangible property. 

"The remaining states fall into two classes. Four states, namely, 
Michigan, Wisconsin, New Jersey, and New Hampshire, tax railroad 
property as a unit at an average state rate. Michigan and New 
Jersey impose the average nominal rate of state tax without equali- 
zation; while Wisconsin attempts to ascertain through the state tax 
commission the actual state rate, and New Hampshire has in the 
past equalized the valuation by reducing it so as to correspond with 
the valuation of other taxable property. * * * * 

"Your committee first directed attention to the question whether 
there should be any equalization of the taxes imposed upon public 
service corporations under the system of ad valorem taxation. Upon 
this subject we find three theories which require consideration. 

"The first theory is that public service corporations should be 
subject to special taxation much heavier than that imposed upon 
other classes of business or property because they hold special fran- 
chises of great value. In some cases also these franchises have been 
secured without adequate compensation and by methods that will not 
stand close examination. In this view of the case of taxation it is 
a logical and convenient means of recovering for the public treasury 
income that rightfully belongs to it. 

"A generation ago, before states and the nation had undertaken 
to regulate effectively, through commissions or otherwise, the service 
and charges of public service corporations, this theory offered a nat- 
ural and logical remedy for some of the evils of unregulated monop- 
oly. Taxes upon the property of unregulated monopolies will tend, 
generally speaking, to fall upon the monopolists, and by their agency 
the government may secure a share of the profits of the monopolies. 
But the situation changes when public service corporations are brought 
under effective regulation. Under the latter condition regulation of 
rates and service must proceed upon the theory that the corporations 
should be allowed to earn a reasonable return upon a fair valuation 
of their property. Special taxes upon regulated monopolies, there- 
fore, merely increase the expense of providing the service and increase 
the rates necessary to yield a reasonable return, or else diminish 
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the resources available for extending and improving this service. Ef- 
fective regulation completely alters the incidence of special taxes upon 
monopolies, and at the same time removes the evils which led to the 
demand for such taxation. 

"Your committee believes that it is through public regulation 
and not through taxation that a correct policy towards public service 
corporations must be worked out, and holds that our theories of tax- 
ation should be based upon the assumption that public service cor- 
porations are to be subjected to public control." 

The conclusion of the committee of the national association does 
not accord with mine as to the matter of regulation being a cure-all, a 
patent medicine, remedial of all ailments of public utilities. Regu- 
lation is a good thing; much good is accomplished; excellent results 
are secured. All evils are not, however, eliminated nor is justice 
always attained. Effective and complete regulation will not for many 
years, if ever, be accomplished any more than perfect and equal tax- 
ation can be attained. This is necessarily so, because of the many 
years that business has been conducted and developed under non-reg- 
ulation, because no standard exists by which to gauge the many and 
intricate questions constantly being evolved. 

The courts are the final arbiters of most of these standards. 
The courts are usually composed of able lawyers but are not always 
experienced in business or the practical affairs of life. They do not 
always have a clear vision of the real diflficulties presented to lay 
minds, or by reasons of technical rules of law cannot do or determine 
a given matter upon broad common sense grounds. 

Commissions are usually not supplied with sufficient funds to ef- 
ficiently and expeditiously dispose of matters presented. Commis- 
sions are usually ultra-conservative in order that their rulings and 
orders may not be disturbed by the courts. 

Criticism is frequent and constant that matters cost the public 
much more than the same service rendered a privately owned public 
utility. If those so asserting were to stop and compare the salaries 
and expenses paid to the respective employees of the public and pri- 
vately owned public utilities, it is my belief no such unjust state- 
ments would be made. 

My own view is that the federal constitution will be amended so 
as to provide the rate of earnings below which confiscation will result 
and above which no earnings can be rightfully claimed. That basis 
will in time be iixed at what the government can borrow money and 
operate the interstate carriers, plus the amount of taxes privately 



128 TAXATION IN WASHINGTON 

owned utilities are required to pay. High or low taxes are not mat- 
ters of great moment when charged to operating expenses or fixed 
charges. They are indirect exactions from the users of the utilities 
and are in turn paid by the consumers or the traflSc or travelers on the 
utilities. They are, comparatively speaking, easily collected. 

As to what is reasonable or unreasonable today as to given mat- 
ters or as to what the "rule of reason" should be or should not be to- 
day, will not always elicit the same response by all honest, fair mind- 
ed thinkers. Thinkers of today are not blindly "following the lead- 
ers." The country is not going to the "bow-wows" if public utilities 
fall into the hands of the public. The same capable employees now 
operating those utilities can and will be retained by the public until 
others are developed, and they will be just as loyal and efficient then 
as now. 

The public will never go back to ward politics. The public is 
progressing toward direct and efficient control of public affairs. My 
belief is that in a comparatively short time we will have commission 
form of government for state, county and municipalities, a decent, 
workable civil service and business management of all state, county 
and municipal affairs. If so, tax problems will be solved. 

Valuations of property as now fixed are frequently a farce. 
Valuations of personal property are so much a matter of opinion as 
to be almost beyond control. Courts will not disturb them except in 
rare cases. 

In the report of the committee heretofore mentioned we find them 
saying (p. 381): 

"Assuming that public service corporations should be taxed at 
the same rate as real estate and such other property as may be sub- 
ject to the full rate of state and local taxation, it remains to consider 
certain questions concerning the application of this principle. The 
first is whether the principle of equality requires ad valorem taxa- 
tion in all cases and forbids the use of special taxes. We are clearly 
of the opinion that it does not. The rates of specific taxes, even of 
taxes upon gross receipts, can be readily adjusted from time to time 
so as to make them substantially equivalent to the rates imposed 
upon aU unclassified property. In this manner substantial equality 
of burden can and should be secured. Equality, as we have said 
before, does not imply uniformity of method in all cases, or exclude 
diversity of method when differences of conditions make it desirable. 

"A similar answer must be given the second question: Is the 
principle of equality violated when public service corporations are 
taxed as units, at an average rate of ad valorem taxation which rep- 



IV. PEIVATE AND PUBLIC CORPOEATIONS 129 

resents as nearly as may be the average rate of local taxation in the 
state? Here again, we reply, real and substantial, not formal, equal- 
ity is the end at which we should aim; and in certain cases this may 
be more readily and certainly attained by state assessment at an 
average rate than by local assessment at local rate. This is especially 
true of such corporations as railroads, the operating property of 
which may be located in many or even all of the counties of the state." 

The constitution (Sec. 2, Art. VII.) provides, "The legislature 
shall provide by law a uniform and equal rate of assessment and 
taxation on all property of the state, according to its value in money ,■ 
and shall prescribe such regulations by general law as shall secure 
a just valuation for taxation of all property, so that every person 
and corporation shall pay a tax in proportion to the value of his, her^ 
or its property." 

The supreme court of this state has held that this does not re- 
quire uniform methods of assessment. (^Pacific National Bank vs. 
Pierce County, 20 Wash. 675.) 

In another case it was held that the statute was valid which pro- 
vided for the taxation of mining property at the value which it 
would bring at "a fair, voluntary sale for cash." (Eureka District 
Gold Mining Co. vs. Ferry County, 28 Wash. 250.) 

A territorial law provided that, "all taxes shall be equal and 
uniform and no distinction shall be made in the assessments between 
different kinds of property, but the assessments shall be according 
to the value of the property." 

It was held in Columbia 8^ Puget Sound Railroad Company vs. 
Ckilberg (6 Wash. 612) that notwithstanding the above quoted pro- 
vision of the organic act of the then territory, the act of 1883, which 
exempted all property of the railroads from taxation under what 
was termed the "gross income tax law," was valid. 

For many years assessments were made by various county o£Scers, 
and within my personal knowledge such valuations of railroad prop- 
erty were $1.00 a foot for right of way or $5,280 per mile for roadbed 
and railway track. 

The law later provided for supervision and control by the tax 
commission, and required assessments of railroad property to be 
made somewhat uniformly throughout the state under the supervision 
of tax commissioners. Later the public service commission act pro- 
vided that valuations of railroad property should be made, and that 
the valuations fixed by the railroad commission, now public service 
commission, should be taken for the purposes of taxation. This stat- 
ute existed for several years, and the courts sustained the law and 
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required payment of taxes upon valuations fixed by the railroad and 
public service commission. However, this law was amended, and 
litigation is now pending for the purpose of establishing a different 
value for taxation than the valuation fixed by the public service com- 
mission for rate making. The carriers are objecting to the payment 
of taxes upon the valuations upon which rates are to be earned. The 
contentions, as I understand them, being made by the carriers are 
that no privately conducted business is assessed in the same way, 
because the "going concern" value is not included for the purpose of 
assessment and taxation, and consequently the carriers object to having 
such inclusion made for the purpose of taxation. 

If rates for transportation of persons and property were re- 
duced, instead of being paid in dividends, then there might be some 
equity in reducing the taxes of the carriers. It seems desirable, 
however, to collect through that channel as much taxes as reasonably 
and fairly can be collected, because the collection is indirect and is 
less diflScult than some other method. 

The law should again be amended and the previous law reenacted 
making the valuation fixed by the public service commission the valua- 
tions for purposes of taxation so far as public service corporations are 
concerned. 

This paper and discussion is confined entirely, of course, to pri- 
vately owned public service corporations, because under the constitu- 
tion of this state public property belonging to the state, county or 
municipality cannot be taxed. 

In view of the act of congress (United States Revised Statutes, 
Sec. 6253) with reference to telegraph companies, it must be appar- 
ent to anyone who gives any thought to the situation that telegraph 
companies pay a very small amount of taxes in comparison to the 
large amount of business done within the state. The federal act 
provides that telegraph companies shall have the right to construct, 
maintain and operate lines of telegraph through, over and along mil- 
itary and post roads. 

The supreme court in Western Union Telegraph Company vs. 
Lakin (53 Wash. 326) held that Pierce County was prevented from 
levying a franchise tax of the value of $15,000 upon the Western 
Union Company; that is, that it could not levy any tax upon a fed- 
eral franchise, although that franchise had to be exercised locally. 

The courts have, so far as I am aware, held that this act of 
congress is not applicable to telephone companies. 



IV. PRIVATE AND PUBLIC CORPORATIONS 131 

In SO far as my limited time has afforded me opportunity to 
go into the subject I am tending toward and am about ready to 
recommend for your most serious consideration the adoption of a 
"gross income" law for all privately owned public service utilities, 
and to that end the amendment and revision of federal and state 
constitutions. 



Taxation of Railways 



The next paper presented was "The Taxation of Railways" by 
Charles P. Bissett of Seattle. This paper was not furnished for in- 
clusion in this volume. This note will explain some references to it 
which were made in the discussion of this subject reported in suc- 
ceeding pages. 



Taxation of Municipal Public Service Companies 

NORWOOD W. BHOCKETT, ASSISTANT ATTORNEY, PUGET SOUND TRACTION, 



LIOHT AND POWER COMPANY 



In order that I may be better understood^ I wish to explain 
that I am one of the gentlemen mentioned by Professor Bullock this 
morning industriously engaged in trying to devise new methods 
whereby the public service corporations can escape their taxes. I 
have not been very successful in the past in doing it, but I listened 
very attentively and made a great many notes on Professor Bullock's 
talk this morning, and I have every reason to believe that I can 
possibly be more successful in the future. I am afraid there are a 
good many things in my paper which will be repetition of things 
already read. 

* « # « * 

The proper valuation of public service utilities, other than rail- 
roads, is, in my opinion, the most perplexing problem with which 
the taxing officials of this state have to deal. Unquestionably a vast 
majority of the people honestly believe that the public service com- 
panies are not paying their just proportion of the taxes, and that 
any increase in the assessed valuation of these properties will be a 
benefit to the community by lowering other taxes, without stopping 
to consider that increased taxes paid by a public service corporation 
will, in many cases, necessarily tend to an increased rate for service. 
As a matter of fact there is no class of property in the State of 
Washington which is today bearing as high an assessed valuation in 
proportion to its true value as the electric railways and electric 
and gas corporations. I am speaking now of my own personal ex- 
perience in handling the taxes for the Stone & Webster interests in 
this state, and I believe that even a superficial study of the method 
used in arriving at the assessed valuation of these properties will 
convince even the most doubting citizen of the justice of my asser- 
tion. 

While it is a little difficult to ascertain from taxing officials the 
exact method used by them in arriving at the valuation of these 
properties, it is I believe conceded that the stock and bond method 

(132) 
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was the one used. The market value of all the outstanding stock of 
each company was ascertained and to this was added the par value 
of all the outstanding bonds and notes. This necessarily must in- 
clude every possible item of value, both tangible and intangible, 
held or possessed by the companies. As every business which has 
gone through the development stage and weathered the losses neces- 
sarily incident to its development, has a certain good will or going 
value, so these companies had such a value. It was reflected in the 
market value of its stock and under the method of assessment used 
must necessarily have been assessed. No other business in the State 
of Washington is assessed upon this basis. There is no large news- 
paper, department store or other successful business which has been 
built up by good management and judicious advertising which could 
be purchased for the appraised value of its physical assets, and yet 
this appraised value is the only value taken into consideration in the 
assessment of all these properties. Consequently it must be appar- 
ent that while all successful business institutions have a good will, or 
going concern value, it is only assessed for the purposes of taxation 
against the public service companies. 

It is often stated that it makes absolutely no difference as to 
the amount of taxes which a public service company pays, as the 
tax is immediately shifted to the consumer by reason of the fact 
that taxes are considered as an operating expense by public service 
commissions in fixing the rate of return to be earned by public util- 
ities. I am not sufficiently familiar with the operation of steam rail- 
roads to know whether they have the ability to shift their taxes in 
this manner, but I do most emphatically know that street railways 
and electric light and power companies cannot do so. 

The five cent fare for street car service has become an institu- 
tion in American cities and has reached almost the stage of a vested 
right in the citizen. It was instituted when people lived within a 
short radius of the business district and when the haul per passenger 
was for a comparatively short distance. The street railway systems 
made it possible for people to seek locations further from the busi- 
ness districts where property and rents were much cheaper and the 
five cent fare continued to follow the extended limits. The tendency in 
all American cities is to decrease the fare instead of increase it. 

In addition the public service commission act of this state, while 
giving to the commission the right to regulate and lower street car 
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fareS; expressly states that it shall never have the- power to permit 
a fare in excess of five cents, with a transfer privilege, to be charged 
by any company, within the city limits of any city. Consequently 
it is apparent that the tax cannot be shifted by increasing the fare 
upon the electric street railroads. 

Electricity whUe a convenience is not a necessity, either for light 
or power, and in the great bulk of our business, the sale of power 
for manufacturing purposes, its price is in a large measure regulated 
by the price of coal and oil. Very few large consumers of power 
wiU pay even a fraction more for electric power than for the same 
energy generated in their boilers by coal or oil, so that the price 
of electric power is necessarily regulated by these conditions. No 
man can build a steam road to ship his products to market, but any 
large consumer can generate his own electric energy in an isolated 
plant either for light or power, and he will most certainly do so if 
the price charged by the company is in excess of his own generating 
cost. In addition municipal competition regulates the price of our 
commodity. We are forced to meet a competitor who pays no taxes 
whatever, is bound by no regulation either as to rates or service by 
any commission, and whose deficits are met by contributions forced 
from the general fund. Consequently it must be apparent that the 
taxes cannot be shifted by means of increasing the rate for electric 
light and power. 

What is this excess value then upon which we are assessed and 
why are we assessed upon it? It is I believe commonly termed the 
value of the franchise; the tax of that right given by the state to 
engage in a public service business. Why are franchises granted? 
Why is the right to regulate rates reserved by the state? Mani- 
festly it is to secure for the use and benefit of the people of a state, 
or of a municipality, adequate service, such as the corporation to 
which the franchise is granted is organized to render, of the best 
possible character and at the lowest possible price. 

I believe that there is one common ground upon which we can 
all meet and that is that public service companies should pay the 
same proportion of taxes upon the actual value of their properties 
as is paid by all other classes of business in the same locality. It 
should never be permitted to pay less and in all fairness it should 
never be required to pay more. Its franchises were accepted from 
the state and its obligations were entered into in good faith. In 
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seeking to discharge these obligations and to raise the capital neces- 
sary to meet the extensions required by the rapid growth of all our 
western cities it should not be hampered by a method of assessment 
which is upon its face discriminatory and unfair. 

The public demands that what it requires shall be furnished to 
it at cost, and the public utilities are, possibly with more or less 
unwillingness, gradually accepting this proposition. This idea un- 
derlies every attempt to fix rates, and every attempt to test rates 
already established, to ascertain whether they are reasonable or 
not. It is held by the courts that public utilities are entitled to a 
fair return upon the investment. This return is in excess of operat- 
ing expenses, maintenance, renewals, depreciation and reserve, and 
every other item which is necessary in order to carry on and de- 
velop the business as a stable investment and maintain it unimpaired. 
What is a fair return is in the broad sense determined by competitive 
conditions, or the laws of supply and demand. Money is affected 
by these laws just as is every other commodity. A return must be 
offered which is sufficient to attract to public utilities the proportion 
of the capital of the community which is necessary for this service. 
In the report of the railroad securities commission transmitted by 
the president to congress December 11, 1911, it is said: 

"We hear much about a reasonable return on capital. A reason- 
able return is one which under honest accounting and responsible 
management will attract the amount of investors' money needed for 
the development of our railroad facilities. More than this is an un- 
necessary public burden. Less than this means a check to railroad 
construction and to the development of traffic. Where the investment 
is secure, a reasonable return is a rate which approximates the rate 
of interest which prevails in other lines of industry. Where the fu- 
ture is uncertain the investor demands and is justified in demanding 
a chance of added profit to compensate for his risk. We cannot se- 
cure the immense amount of capital needed unless we make profits 
and risks commensurate. If rates are going to be reduced whenever 
dividends exceed current rates of interest, investors wiU seek other 
fields where the hazard is less or the opportunity greater. In no 
event can we expect railroads to be developed merely to pay their 
owners such a return as they could have obtained by the purchase 
of investment securities which do not involve the hazards of construc- 
tion or the rates of operation." 

This statement as to railroads is equally true as to public util- 
ities generally. Money will flow into the investments which afford 
it relatively the best return. In order to attract capital to public 
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utilities their rates should be sufficient to give that capital a return 
which is equivalent to the return upon other capital investment in 
similar enterprises in the locality in question. 

The tendency is toward the conclusion that the rate which will 
afford this return is a fair rate^ that nothing less than this is a rea- 
sonable rate, and that the public utility has the right to demand 
nothing more. Therefore, in saying that the public demands this 
service at cost, I mean to be understood that the public is unwilling 
to pay more than the amount necessary to secure the money for the 
investment, maintain this investment unimpaired, and perform the 
service. 

In passing it may be said that the public cannot secure the 
service for less than this. No service can be rendered for less than 
it costs for any considerable time without the violation of fundamental 
economic laws. 

If then, corporations are to perform this service, and if the 
present method of assessment is discriminatory what is the solution? 
Frankly I favor the gross earnings tax for all public utilities, but 
there are many safeguards which must be thrown around such a sys- 
tem of taxation. Under the constitution of this state all property 
shall be taxed in proportion to its value and no particular class of 
property can be discriminated against. If the public service com^ 
panies of this state are to have this constitutional safeguard taken 
from them they have a right to demand that some restrictions be 
placed upon the gross earnings tax for their protection. I assume that 
the constitutional amendment would not provide the percentage which 
would be assessed upon the gross revenue. This percentage would 
necessarily be left to the legislature and I cannot help but fear 
that while the original percentage would be fair and would impose 
upon such companies only their just proportion of the burden of 
taxation, with each succeeding legislature there would be an insistent 
demand on the part of the people that this percentage be raised. 

We have in this state the initiative and referendum and even 
if figures could be produced proving to the law making body the 
injustice of any increase in the rate, it would be practically impos- 
sible to present these facts to the people at large if a bill embody- 
ing a measure to raise the percentage were presented for their votes 
under the initiative and referendum. For the same reason I believe 
that if any attempt is made to separate the sources of state and local 
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taxation by raising the revenue for the state from the public service 
companies, the same safeguards should be provided. Practically 
every member of each legislature is seeking an appropriation for his 
particular district for some particular purpose and the most potent 
force in keeping down legislative appropriations is the fear of the 
resentment of the people if the tax burden becomes too heavy. If all 
of this revenue is to be derived from the public service utilities and 
not from the people at large this safety feature vriU have been elim- 
inated and I fear that the appropriations will be tremendously in- 
creased. I realize that other states have solved this problem and 
have provided the necessary safeguards, and I sincerely trust that 
they will be cared for in any recommendations which this conference 
may make. 

I wish to speak for just a moment upon the initiative and refer- 
endum measure No. 12 which seeks to abolish the tax commission 
of the State of Washington and provides that the same value shall 
be taken for assessment purposes for taxation as for rate making 
purposes. I do not think it necessary to enter into a defense of 
the tax commission. Its work speaks for itself. Its reports are 
printed and the results which it has accomplished in this state can 
be ascertained by any man who cares to read. It is not only self- 
supporting, but turns into the treasury of this state hundreds of 
thousands of dollars each year. The public service commission upon 
which this work would fall has already a tremendous work to per- 
form. Only a small fraction of the public utilities in this state have 
as yet been valued by it. It is the clearing house for all complaints 
regarding rates and service, and it unquestionably has and for many 
years to come will have all of the work which it can possibly accom- 
plish. 

In reference to the second section of the biU, it is recognized 
by all courts and I believe by all people who have made it a study 
that there are many elements of value upon which a company has a 
right to earn a return which are not proper values for taxation pur- 
poses. Interest during construction, development losses and many 
other features are justly included in the value for rate making pur- 
poses, but could by no stretch of the imagination be considered as 
taxable values. If by an act of God a large portion of a company's 
property is destroyed, its value wiped out and subsequently rebuilt 
with additional capital, it certainly should be permitted to earn a 
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return upon this lost value for a sufficient time to recoup itself for 
the loss, but it certainly should not be taxed upon its property which 
has been destroyed as well as upon its replaced value. 

I fear that too much thought is given in this coimtry to the 
assessment of property for the purposes of taxation, and too little 
to the tax levy. The city of Seattle leads all of the cities in the 
United States in its taxation per capita and yet we are facing in 
1915 a large increase in our tax levy. Since the first day of Janu- 
ary, 1914, there has been marketed in King County practically $4,- 
000,000 additional 5 per cent bonds and the city of Seattle is at 
the present time preparing to market approximately $3,000,000 more. 
I do not desire to argue the question of either the necessity or ad- 
visability of these bond issues, but I do believe that the people who 
are honestly anticipating a reduction in their tax rate should be fully 
informed of the true conditions. Bond interest and a high rate of 
taxation go hand in hand and the assessment of all property, provided 
it be uniform and equal, is in my opinion of minor importance to 
the rate of taxation levied by the various taxing bodies. 

In regard to the initiative and referendum measure which seeks 
to abolish the tax commission of the state and provides that the same 
value shall be taken for assessment purposes for taxation as for rate 
making purposes, I wish to say that this was a feature of the orig- 
inal public service commission act of this state. It was taken out of 
the act by the last legislature after a full hearing before all the 
committees, both in the house and in the senate, and it was taken out 
upon the recommendation of both the tax commission, as I under- 
stand it, and the public service commission, the men who had come 
in contact with the act, and had been called upon to perform the 
functions of the act. It was their unanimous opinion that it had no 
proper place in that bill. 

DISCUSSION 

Charles A. Murray, Assistant Tax Commissioner, Northern Pa- 
cific Railway: One thought expressed by Mr. Stephens and referred 
to by Mr. Brockett had reference to the fact that prior to the last 
session the law provided that the valuation that had been found 
for public service corporations by the railroad commission of Wash- 
ington should control as the valuation for the purpose of taxation. 
Mr. Stephens' comment, as I gathered it, implied that the railroads 
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are now seeking to obtain the benefit of a lesser valuation for the 
purpose of taxation than they enjoy for the purpose of rate making. 
NoWj to say that the valuation should be the same for both purposes 
is to state what is manifestly fair, and if the valuation upon which 
taxes are charged did in fact obtain for rate making purposes there 
would be no ground for complaint. But the fact is that the rail- 
roads in this state were valued by the railroad commission of Wash- 
ington in 1908 at a time when prosperity was bounding. They were 
given in addition to the valuation placed upon the tangible property 
in several instances a much greater valuation for what Mr. Stephens 
has termed a going concern value, or, as we have otherwise expressed 
it sometimes, they have included something as a value upon good 
will. Now, the rates were never adjusted, in the first place accord- 
ing to the valuation that was reached in that instance. Without pro- 
posing at all to introduce the troubles of the Northern Pacific Rail- 
way Company in particular here, I will refer to the case of that 
company to illustrate my point. The operating property of the North- 
ern Pacific Railway Company was valued by the railroad commission 
of Washington in 1908 at $110,000,000, which included about twelve 
and one-half million dollars above what they found in detail to be 
the value of the tangible property. Since then rates have been ma- 
terially reduced. The law, however, requires that the Northern Pa- 
cific Railway Company and all the railroad companies shall furnish 
to the railroad commission a statement of conditions and betterments 
from year to year, and by virtue of those statements furnished to 
the railroad commission and now to the public service commission 
the valuation upon the property of the Northern Pacific Railway 
Company has automatically increased from $110,000,000 to $126,- 
000,000 and over, while in the meantime rates have not been adjusted 
in respect to that valuation in a single instance, but on the. contrary 
rates have been decreased. 

Mr. Stephens: How much do the railroad companies contend a 
going concern valuation should be, and how much was it fixed by the 



commission 



Mr. Murray: We determined that the commission — 
Mr. Stephens (interrupting): Not what you determined, but 
the railroad companies contended for a considerably larger value than 
the railroad commission or the public service commission fixed. 
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Mr. Murray: Whatever contention was made by the public 
service corporations eight years ago would have nothing to do with 
what the real value is now. All the railroads are asking is that the 
railroads be valued from year to year as other property is valued 
for the purpose of taxation, not given a greater value or a lesser 
value. 

Mr. Stephens: That is not the way I read the biUs of com- 
plaint. 

Mr. Murray: You were quite right, Mr. Stephens, in stating 
that the roads contended that that good will feature is not included 
in the value which you placed upon the property, generally. 

J. E. Frost, former member State Tax Commission: I had not 
expected to take any part in the discussion of this topic, but having 
been requested to do so I am very glad to express some of my opin- 
ions in my feeble way concerning some things that have been said 
regarding the valuation and taxation of railroads. The proper way 
of appraising a railroad or of valuing it for taxation purposes is to 
appraise it or value it in the same manner that you would put a 
value upon a farm or a horse. Now, the value of property as de- 
fined by the law in the State of Washington is that value at which the 
property would be taken in the payment of a just debt, from a solvent 
debtor. In other words, property is assessed and taxed at its market 
value. In ascertaining the market value of a horse or farm how 
do we do it? We find out what people are willing to pay for that 
horse or one like it, or what the farm is worth, what it will sell for 
in the market. There is only one way to value a railroad, and that 
is in the same manner — what a railroad will sell for in the market. 
Now, it is true, as the speaker said, that railroads are not sold in 
an entirety. It is rarely that a great railroad system goes on the 
market, but, as a matter of fact, they are on the market constantly. 
The method of determining the value of a railroad is by ascertaining 
for a given period what the general investing public familiar with 
railroads and valuations and the maintenance of railroads is willing 
to pay for the stock of that railroad. A great railroad corporation is 
bonded, we will say, for millions of dollars. The stock of that rail- 
road is being bought and sold by men who are thoroughly familiar 
with the values of railroads and of stock. When they buy the stock 
it is just like buying the farm subject to the mortgage. What the 
man who is familiar with the farm is willing to pay for it and as- 



IV. PRIVATE AND PUBLIC CORPORATIONS 141 

sume the mortgage upon it fixes the value of the farm. That is the 
way railroads and other public service concerns have been valued in 
the State of Washington, by ascertaining the average price that peo- 
ple buying stock have been paying for the stock, by taking the 
stock as a whole upon the average valuation, and by adding to that 
the indebtedness which constitutes a lien upon the property of the 
railroad and which must be paid before the stockholders can partici- 
pate. No fairer method can be devised if you are going to tax rail- 
roads under a general property tax system. I am here not to defend 
the general property tax system; I do not think any man who has 
ever studied taxation at all can lift his voice in favor of it; but we 
have it and it will remain until the people are sufficiently educated 
so that our constitution can be amended and the hands of our law- 
makers freed to adopt some rational and decent system of taxation. 
One other thought: I disagree with the gentleman from Spokane, 
Mr. Stephens, concerning the repeal of an amendment to a taxa- 
tion law as passed by the last legislature. The value of railroads as 
fixed by the public service commission is not the market value of 
the road. The property should be taxed on what it is worth in 
the market. The theory of rate regulation is that a railroad or other 
public service corporations shall be permitted to earn a reasonable 
rate of interest and not to exceed a reasonable rate of interest upon 
the amount of capital that is necessarily and properly invested in 
that, and that is the value fixed by the railroad commission many 
years ago. That may or may not be the market value. In fixing 
rates the interstate commerce and railroad commissions take into 
consideration many elements, and they say that a just rate upon 
three of these great continental railroads will be so much upon va- 
rious commodities. One of these roads may be very expensive of 
construction, costly of maintenance and very hard of operation. The 
other may have selected easy passes and grades, may have been 
cheaply constructed, cheaply maintained and easily operated. That 
being the case one railroad can afford to carry the commodities much 
more cheaply than the other. But in rate making a rate is estab- 
lished that is fair to all the railroads, and a railroad is no more per- 
mitted to reduce its rates than it is to increase them. The result 
of it is that you have one railroad that is making a very large earning 
because of these favorable circumstances and the advantages that it 
enjoys in competition with another railroad that is barely paying 
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operating expenses. The market value of the whole road is very 
much greater than the original amount of money necessarily and 
properly invested in it. The market value of it is the taxable value. 
The other road may have a market value that is much less than the 
amount of capital that is necessarily invested in it. That is the 
taxable value. 

Nowj I will take a concrete illustration^ if you please, and it is 
one that comes close home. It is one that came under my personal 
observation as a taxing official of the State of Washington. The tax 
commission undertook to assess the Oregon & Washington Railroad 
for the purpose of taxation. We discovered this condition, that the 
Oregon & Washington was very cheaply constructed. It went down 
the Columbia River to Portland and it had no steep mountain grades 
or passes to go through. It was practically a water grade from the 
wheat fields to the port of Portland. The railroad commission of 
Washington ascertained the amount of money properly invested in 
that road and also what it would cost to reproduce it and put it in 
its present condition, allowing something for wear and so on. The 
value placed upon that road by the railroad commission was very, 
very much less than the market value. As a matter of fact, adopting 
the value fixed upon the O. & W. railroad by the railroad commis- 
sion, it had earned better than sixteen per cent interest for more 
than twelve years upon that value. The interstate commerce commis- 
sion was not in a position to reduce those rates nor could it permit 
those railroads to reduce rates and enter into competition. That 
would be ruinous to the other roads. The tax commission valued that 
road at its market value, fixed upon the market value of its bonds 
and stocks, and placed a value upon it very much greater than the 
original value placed by the original railroad commission. The O. 
& W. has not been taxed at all fairly as compared with the other 
railroads in the State of Washington. That is one of the reasons for 
this law. 

I do not believe that it would be a wise policy to use the initia- 
tive to defeat or wipe out an amendment to the revenue laws of this 
state that was as carefully considered as that amendment. That 
amendment received the thorough and hearty approval of both the 
public service commission and the state tax commission, and was 
thoroughly considered by both branches of the legislature. I had no 
part in the discussion of the matter and had nothing to do with it 
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at the time it was passed, but I do know what it was intended for 
and that it was a wise provision. 

C. p. Bissett: A moment ago you said that you ascertaiaed 
the value of the O. & W. on the theory of what its stocks and bonds 
were bought and sold for in the open market. I would like to ask 
you where that quotation was made, the stocks and bonds of the O. 
& W. railroad.'' 

Mr. Frost: Do you want to ask me about the details of the 
valuation? I can go into it. 

Mr. Bissett: I merely want to get at the question of where you 
found its stock quotations? 

Mr. Frost: I do not know that I found the stock quotations. 

Mr. Bissett: You said what people would be willing to buy it 
for in the open market. 

Mr. Frost: I said what the stocks were buying and selling for. 

Mr. Bissett: What were they buying and selling for? 

Mr. Frost: I will go back to that. Where there is no especial 
value for the stocks of a railroad it is customary to ascertain the net 
earnings of the railroad for a fixed period, five, seven or ten years. 
Taking the net earnings, you ascertain the average rate of interest 
that people are willing to take upon the money they have invested in 
similar stocks or similar securities, and you capitalize your stock at 
that average rate of interest, which in the case of the O. & W. at 
this period was a great deal higher than the stockholders of the Great 
Northern were getting. As a matter of fact, we discovered one year 
the O. & W. had paid a dividend of thirty per cent, and we also dis- 
covered, if you please, that Mr. E. H. Harriman owned ninety-nine 
and fifty-eight one hundredths per cent of the entire stock of the 
road, so that there was not much market for it. 

Mr. Bissett : I would like to call your attention to just one thing, 
sir, in respect to this much abused institution. It may be true, as Mr. 
Frost says, that we are grossly inadequately taxed. That may be 
true, but I would like any fair-minded and honorable business man 
to answer this question ; during the last two years the Oregon & Wash- 
ington Eailway & Navigation Company has paid ten and eight-tenths 
per cent of its gross earnings to the State of Washington for taxation, 
and there is not any other business on earth that could stand such 
a burden as that. On every dollar we have taken in we have paid 
ten and eight-tenths cents back to the State of Washington for taxa- 
tion. 
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Mr. Frost: At the time I severed my connection with the tax 
commission, the Seattle Electric Company was paying better than 
sixteen per cent of its gross earnings. 

Mr. Bissett: I do not think that is any justification for the ten 
and eight-tenths per cent of the gross earnings. 

Mr. Brockett: If this is a hard-luck story I would like to say 
that we have an interurban road on which we are paying twelve and 
one-half per cent of our gross earnings into the treasury of this state. 

F. T. Bradley, Secretary, Building Owners and Managers Asso- 
ciation of Seattle: Since the hard-luck stories are going around, I 
would like to call the attention of the people to buildings on Second 
Avenue. I can point you out several of them down there that are 
paying fifteen and nineteen per cent of the gross earnings in taxes. I 
still generally maintain that I have the honor of being biggest. 

Mr. Stephens : I want to say just a word, if you will pardon me. 
I do not mean to close the discussion, but I unfortunately have to get 
away. If we do not have one valuation for rates and taxation then 
we are going to put the state to the expense of making two valua- 
tions, one by the tax commission and one by the public service com- 
mission. Now why? What for? What is the use? What good 
will it do ? If you gentlemen who represent railroads will look through 
the annual reports of your stockholders you will find that there is 
not one that does not charge this up to operating expenses. What 
difference does it make if it is charged up to operating expenses 
if you pay on that going concern value? If you get your rate fixed 
upon the theory that you earn it, and we wiU say as an illustration 
you get seven per cent net on it above the taxes, why do you object 
to paying the taxes on it? Now, Mr. Murray is wrong in saying 
that that is not involved in their suit that is pending down at Olympia. 
The purpose of that complaint is to deduct from the valuation as 
fixed by the public service commission the value of the going concern, 
and yet the value of that going concern is not fixed by the public 
service commission as high as the railroad asked that it be fixed for 
the purpose of making rates. I do not want to start something that 
I cannot finish, but I want to remind these gentlemen that in the 
trial of the Spokane freight rate case, in going over the annual re- 
ports to their stockholders, which I secured through brokers in New 
York City, I found that it showed that they had built the entire sys- 
tem, putting down new and heavier steel rails, etc., from earnings. 
That is not an investment by your stockholders at all, but it increases 
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the value of that property at least one hundred fold, and you are 
doing that on what came from your earnings. I do not think you 
ought to try to duck out from under your going concern value fixed 
by the public service commission. I think, therefore, that that law 
ought to be amended notwithstanding the tax commission and not- 
withstanding the public service commission. 

There are things in which I do not agree with the public service 
commission, and I am not afraid to say so. One of them is the act 
they have got through that grade separation shall be paid by munic- 
ipalities other than cities of the first class. In the Spokane grade 
separation case, the supreme court established the doctrine that it is 
fair that these public service corporations should pay the entire ex- 
pense of grade separation, yet there was a bill passed with the rec- 
ommendation of the public service commission that outside of cities 
of the first class that should be shared in by the smaller communi- 
ties and municipalities and counties. Now, I do not agree with that. 
Maybe I am wrong, and maybe they are right, and I am not here for 
the purpose of urging that anything unfair be done to these public 
service corporations. The day is coming when the public service 
corporations that urge that they are not going to do anything more be- 
cause they are being taxed will be things of the past, because valua- 
tions wiU be fixed and the public will take them over, and they will 
be operated just as well as they are now, and you fellows will stay on 
and be just as good for the public as you are now for the privately 
owned corporations. They will be operated, in my judgment, more 
satisfactorily, and there will be a workable plan that will keep you as 
long as you are loyal to the public as you are now to the public utili- 
ties. 

I am speaking upon some experience, as some of you may know. 
I was connected at one time with the Northern Pacific at Spokane 
for a number of years, and with the street railway and electric light 
system in Spokane. Now I am a representative of the city of Spo- 
kane, and I believe I know it from several angles. I do not pretend 
to be any fairer than any other average citizen, yet I believe I can be 
perfectly fair to these public service corporations. When you get to 
the point that the interest which is fixed by the public service com- 
mission is not satisfactory to you, turn it over to the public and let 
them have it. Years ago when we were considering the proposition 
of whether or not we should have a railroad commission in this state 
every railroad fellow in the state that I know, and I was with the 
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railroads at that timCj said that we would never have another foot of 
railroad in the state; but it did not stop a foot of railroad building 
in the state. The railroads did the same as they did before, and the 
state has been developed just as rapidly as need be. 

I hope and trust that you will soon see the light and get com- 
mission form of government in this state so you can operate the 
business of the state and county and municipalities on the same plan 
and on the same plane that public service corporations do it today, 
and when you do many of your difficulties will be solved. 

Professor T. S. Adams: I do not know how far the outsider 
ought to "butt in" on this question, but it may be helpful to say that 
probably 80 or 90 per cent of the outside experts would, in my opin- 
ion, agree that it is impossible and highly undesirable to use the same 
valuations for rate making and for taxation. As a matter of fact, 
valuation or appraisal differs with the different purposes for which it 
is made. The valuation for rate making purposes wUl not and should 
not be the same as the valuation for condemnation purposes, and both 
should be different from the valuation for taxation purposes. Per- 
sonally I cannot conceive how rate regulation may be determined 
upon a valuation that does not pay great regard to investment and the 
financial history of the utility in question. This point was well made 
by the speaker representing the Stone & Webster interests. If an 
investment has been unfortunate the tax valuation will be relatively 
low, while the rate regulation valuation will be relatively high. On 
the other hand, the reverse of this may and frequently does hold good. 
The investment value, in general accordance with which rates should 
be fixed, may be low, whereas the earning power, and consequently 
the market value, i. e., the tax value, should be relatively high. I re- 
call one case in which it was substantially agreed by all parties con- 
cerned that the cost of reduplication in present condition of a given 
utility was approximately $19,000,000; that a fair financial history of 
the corporation would show the investment of approximately $24,000,- 
000; while the market value of the property was in the neighborhood 
of $26,000,000. The valuation for rate regulation should certainly not 
be $26,000,000. Whether it should be $24,000,000 or $19,000,000 
is a question. But there is no question that it should not be as high 
as $26,000,000. Among the people who have thoroughly studied this 
question I think there is something approaching unanimity of opinion 
on the proposition that the two bases of valuation cannot and should 
not be the same, primarily because valuation for regulation must be 
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deeply affected by the investment history of the corporation, whereas 
the principal factor affecting valuation for taxation is present and 
probable future earning power. Rate regulation will tend to make the 
valuations similar, but the process may require a hundred years and 
in all probability rate regulation will never be so perfectly realized 
that there will not be a margin between actual earnings and "rea- 
sonable earnings" upon that "just amount" upon which the corporation 
should be permitted to earn a reasonable return. So long as this 
margin exists, there ought to be separate valuations for taxation and 
regulation respectively. 



V. Taxation of Land Values 



The Vancouver System 

L. D. TAYLOR, FORMER MAYOR OF VANCOUVER, B. C. 



The Vancouver system is not straight single tax. I am going 
to treat of it in a historical way from the inception of the first ex- 
emption of improvements down to the present day. 

It is necessary to understand something of our provincial and 
municipal systems of taxation, as they difPer somewhat from your 
taxation methods in the State of Washington. The city raises its 
funds for general purposes from the taxation of land values, and no 
part of that tax is paid to the provincial government, while in the 
State of Washington, I believe, a certain number of mills are set 
aside from your land tax for your state tax. 

In Vancouver at the present time our revenues come from the 
land tax; from a certain percentage of the gross receipts of the Brit- 
ish Columbia Electric Railway; from the rental of bridges used 
by this railway; from the rental of street ends that terminate in the 
water-front; from liquor licenses; from licenses of trades and busi- 
nesses such as second-hand dealers, pawn shops and theatres ; from 
license fees such as plumbers' fees; and from water rates. I may 
say that our water rates return an annual profit to the city over 
and above all expenditures, which last year amounted to about $20,- 
000. All told the revenue received last year from these various 
sources outside of the land tax was approximately $700,000, $220,000 
of which came from the water rates. Seventy thousand dollars was 
derived from our percentage of the earnings of the street car serv- 
ice. Six thousand dollars was derived from the rental of bridges 
to the electric railway. One hundred and twenty thousand came 
from our liquor licenses. These make up the entire revenue received 
for general purposes in the city, of which we pay nothing to the 
provincial government. 

The provincial government, on the other hand, raises funds for 
carrying on the government from timber and coal leases, from the 
sale of lands, from a personal property tax, an income tax and up 
to this year a poU tax. The provincial government assists the cities 
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not only Vancouver but all the firstj second and third class cities 
in British Columbia by a direct grant for school purposes. The 
first class cities, Victoria, Vancouver, Prince Rupert and New West- 
minster, receive a flat grant of $340 a year for each teacher em- 
ployed and also for each instructor in domestic science and man- 
ual training. That is given to us by the provincial government. The 
provincial government also assists us in carrying on our hospital 
work. We get a grant per diem for each patient in the hospitals. 
In return for that we are supposed to take care of people who live 
in outside districts in the province adjacent to Vancouver, who have 
no hospital accommodations. Men that are injured in logging camps 
and in mining up the coast are brought to Vancouver. The point I 
wish to make clear is that we do not contribute anything to the pro- 
vincial government from our land tax. 

In 1895 the city council of Vancouver voted to exempt 50 per 
cent of improvements from taxation. There was very little discus- 
sion at that time in reference to the matter, and the next year when 
taxpayers who had improvements found that their taxes had been 
reduced by 50 per cent as compared with the preceding year, it 
may naturally be supposed that they raised no objection to it. On 
the other hand, the people who had vacant lots did raise some objec- 
tion and the following year tried to have the council abandon the 
plan of exempting improvements. The council, however, decided 
that after having taken that stand they would see how it would work 
out for a longer period. There was nothing said about it after that 
until ten years had passed. In 1905 the council wisely exempted an- 
other 25 per cent of improvements, making 75 per cent exempted 
and leaving 25 per cent of improvements taxed. In 1910 the council 
exempted the remaining 25 per cent. It was not done unanimously. It 
was done on an even division of the council of twelve members. When 
the biU was taken before the meeting, six of the members were against 
total exemption of improvements ; five were for it. The chairman of the 
finance committee did not know which way to go; he was sitting 
on the fence. The total exemption of improvements having been a 
plank in my platform that year, I asked the chairman of the finance 
committee who was appointed by me to make the motion that im- 
provements be exempted, whether he had decided which way to vote 
or not, knowing fairly well that having made the motion he would 
probably vote in the affirmative inasmuch as he did not know the 
council was divided nearly evenly. That happened and I cast the 
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deciding vote which brought the entire exemption of improvements 
into effect. 

The result of the total exemption of improvements was not ap- 
parent in 1910, because we were working on the 1909 assessment 
roll. While we exempted the improvements in the 1909 assessment 
roll the taxes were not due and payable untU. September, and the 
people as a whole gave very little thought to what had been done at 
that time. But when they began to pay their taxes in September 
the man who had been paying 25 per cent of improvements found 
that he was paying less taxes than he paid the preceding year, whUe 
the man who was paying on vacant lots was paying the same tax. 
Naturally we acquired a host of supporters immediately when that 
fact became apparent, and the next year the exemption was continued. 
In 1910, however, there was not as much building activity as there 
was in 1911, because as I have just stated people had not realized 
the significance of the movement which we had started. In 1911 the 
man who had been carrying vacant property began to see that the 
man with the improvements was exempt while he was paying the 
same land tax as his neighbor who had improved his property. He 
began to look around to see whether he could benefit himself, and 
there were only two alternatives, either sell what he had or improve 
it. Conditions were not normal at that time in Vancouver, because 
we were in the era of real estate speculation. Therefore, I think it 
would be very difficult for anyone to analyze the situation sufliciently 
to say how much of the increased building was due to the exemption 
of improvements and how much to the real estate speculation and the 
large influx of people that came along with that speculation, requiring 
more accommodation. However, in 1911, building permits jumped 
from eight million in the preceding year to fifteen million, almost 100 
per cent, and in 1912 they jumped to eighteen million. In 1913 
they dropped to twelve million. But both of these periods were 
abnormal. In the one case it was an era of speculation; in the next, 
in 1913 and 1914, we were in a state of financial depression, not 
only in Vancouver, but throughout the entire Dominion of Canada, 
the same as you have been passing through in the United States. 

We have not tested our system in normal times when there was 
neither excessive speculation nor abnormal business conditions. But 
I think we can say this: Probably 50 per cent of the increase in 
building permits was due to the fact that land values only were taxed. 
Take as an illustration one of our business thoroughfares — Gran- 
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ville Street or Robson Street south to the Vancouver Hotel. In 1910 
there was scarcely a business house on that street. In that portion 
of the city there were far more vacant lots than there were lots 
built upon. By the end of 1911 that street was practically built up 
with fine buildings — a great many fine six-story buildings. So we 
can at least attribute that to the fact that there was not a tax on 
improvements. Land values at that time were from $35,000 to $50,- 
000 a lot, and a man paying a 20 mill tax, which was our tax at 
that time, was paying from $700 to $1,000 for the privilege of carry- 
ing a vacant lot, while his neighbor was getting a revenue if he had 
improved his lot and was paying the same tax. Even speculators 
could not afford to carry such a load as that. 

Another effect of our exemption of improvements was this: The 
city was built up in a more substantial way with better buildings. I 
do not think there is any city on the Pacific Coast of its size that 
has as good, substantial, compact buildings as Vancouver. There are 
very few vacant lots in the business districts, and very few in the resi- 
dence districts within a reasonable distance of the down-town dis- 
trict. If you were putting up a store, factory or house, and had 
to pay a tax on that improvement, would you not hesitate about 
putting in any more extras than were necessary in the building? You 
would not go in for any ornamentation in your architecture, because 
every dollar that went into it would be taxed. On the other hand, a 
man building in Vancouver says, "Well, I can go a little further 
than I would have gone under the old system, because I am not 
taxed on that improvement. I do not have to figure that in in my 
investment." We have found that the tendency is to build better, 
buildings. We can have architectural effects that cost money and are 
pleasing to the eye. 

Another benefit was the advertising that the city of Vancouver 
received. The people of Vancouver recognize today that because 
they adopted this system of taxation they have practically caused the 
world-wide movement toward, and study of, equitable, sane, and 
businesslike methods of taxation. Up to 1910, I think you will all 
agree with me, we heard very little discussion of land value taxation, 
and the Vancouver system, if nothing else, has stirred up the entire 
civilized world to thinking along this line of tax reform. An ex- 
ample of this benefit may be found in our own province of British 
Columbia. Following Vancouver, Victoria, Prince Rupert, New West- 
minster and some outlying municipalities adopted the tax. As soon 
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as the provincial government saw the people were interested in this 
plan of taxation it appointed a tax commission which visited every 
portion of British Columbia. It took the views of all classes of 
citizens from Robson to Vancouver and presented a report to the 
government last year, recommending that the poll tax be abolished — 
we still had the old poU tax there; that the exemption of incomes 
in the income tax be raised from $1,000 to $1,500 — they did not go 
as far as some would like to have had them go on the income tax; 
and that the personal property tax be abolished gradually within five 
years. The government has passed a measure embodying these rec- 
ommendations. The further recommendation was made that after 
five years all the revenues for carrying on the government of Brit- 
ish Columbia be raised from its natural resources, and that the peo- 
ple who were using those natural resources, who were in a position 
to utilize them should pay for carrying on the government. The 
rest of the people who had not the same privilege would thus come 
into a portion of what was their own by being exempted from taxation. 

That is the position we are in now in British Columbia. We 
have taken a step forward. The exemption of our improvements is 
only one step towards single tax — ^perhaps the first step, but we all 
have to take the first step in every reform. We pride ourselves in 
Vancouver that we have done so. The next step will be to raise 
the assessment of values of land to 100 per cent. They are now 65 
per cent. We shall probably raise the rate gradually. We raised 
the rate this year two mills higher than it has ever been before, and 
that will be done gradually until finally in the years to come the 
people of the city of Vancouver and of British Columbia wiU pay 
in the form of taxes or land rentals the unearned increment that 
belongs to the community which created it. 

Now, as to the assessments. I said that we are assessed at the 
present time from 60 to 66 per cent of the land values, estimated on 
a forced sale. In 1910 we were assessing down-town districts on 
something like 35 per cent of the value. As soon as we adopted 
the total exemption of improvements we put expert assessors in the 
field, so that the 1911 assessment was $96,000,000 as against $76,- 
000,000 in 1910, an increase of $20,000,000. In 1912 our assessment 
was $136,000,000, an increase of $40,000,000. This year (1914) our 
assessment is $150,000,000 on land alone, as against $76,000 000 four 
years ago. So you see we are gradually getting our assessment on 
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land values up, and in all probability in another year we shall be tak- 
ing 100 per cent eind assessing on that valuation. 

It is going to be unprofitable for our people to hold land for 
speculative purposes. There is today no speculation in land in the 
city of Vancouver. I doubt very much if there wUl ever be any 
return to the speculative feature we had four years ago. In fact 
I know there will not be; the land will change hands now as people 
get tired of carrying it and will be purchased by people who are 
going to improve it. The people as a whole are now feeling the ben- 
efit of the improvement of property in the reduction of rents, because 
when the people who are improving their property find they do not 
have to pay a tax on the improvements, they build larger buildings 
than they would otherwise have built. They are providing more 
accommodations for the tenants, and instead of paying the landlord 
all the money that you make in a store or business or draw as a 
salary, you pay only half what you did ten years ago. Stores 
that rented for $1,000 in 1910 and 1911 can be rented today for $600. 
There are more buildings going up all the time. Had it not been 
for the financial stringency there would be many times more buildings 
this year in Vancouver than have been built. The permits were taken 
out last year, but the people could not finance them. That is the 
only reason why the building industry has not gone ahead this year 
in Vancouver. The people are benefited by reduced rents. When you 
reduce the rent of the storekeeper 50 per cent he certainly will 
reduce his prices, and the cost of living will decrease. There are no 
large blocks of land held in Vancouver either in the residence dis- 
tricts or anywhere else now. They have been subdivided, and where 
they are vacant at all each lot is owned individually. Five or six 
years ago there were a number of entire blocks held in Vancouver 
without any improvements whatsoever. You cannot find them now, 
and it is better that it should be so. It is better that all this vacant 
property be built upon, even though a man has only twenty-five feet 
of ground for his home, if he can acquire that property at a reason- 
able price and not at a speculative value. 

Another tendency has been the springing up of small manufac- 
turers. They go to the outskirts of the city, get a piece of land 
that is not high as compared with the inside property, and they can 
afford to put up their factories. There is an inducement for them 
to put up a small building, because they are not paying a tax upon 
it. Manufacturers come to us and say, "What bonus can you offer 
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US?" We answer that we have no bonus in the sense in which they 
mean, the bonus of water free or exemption from taxation for so 
many years. The only bonus the city of Vancouver will give to 
manufacturers is the bonus that it gives to all its citizens — ^the exemp- 
tion of their improvements from taxation. With the exemption of 
improvements from taxation and the wiping out of the personal prop- 
erty tax which was a tax upon machinery, you can see the advantages 
British Columbia will have in the next four years to offer to manu- 
factures. There will be no tax whatever except the tax upon the 
land value. 

At the present time our charter provides that each year we 
have to pass a resolution exempting the improvements. We have a 
movement on foot among the aldermen this year for the purpose of 
having the charter amended at the next meeting of the provincial 
legislature making it impossible for any future council to return to 
the old method of taxation, and I think that we shall have no trouble 
in getting that resolution through the city council in the fall. 

The Vancouver system of taxation has reached out further than 
British Columbia. It has reached over into Alberta and Edmon- 
ton. It has reached to Saskatchewan. The provincial government 
last year enacted a measure exempting all improvements from taxa- 
tion to go into effect five years from the time it was adopted, giving 
the people a chance to regulate their affairs in that way, and the 
municipalities a chance to regulate their finances so that it will inflict 
no hardship upon them. 

Finally, I may say that we expect in Vancouver to take the un- 
earned increment that is constantly accruing as the city grows, be-' 
cause every individual or new citizen who comes to the city adds so 
much more to the land value of the city property. My policy in tax- 
ation has always been a policy of evolution. I know that some of 
my friends want to take this unearned increment immediately, but 1 
think that it must be taken in a gradual way. We have brought 
the people of Vancouver along step by step for a period of twelve 
years now, and we must take them step by step along another period 
until we have attained the end. We in the West can do things along 
this line differently from people in the East where the cities are old 
and where it is almost impossible to figure on a basis of exempting 
improvements because of the bonded indebtedness, the sinking funds 
and the interest which they must provide for. They will have to 
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exempt improvements from taxation in a more gradual manner than 
we out here may do it. 

These conventions are doing much toward turning the attention 
of thinkers both for and against these improved methods of taxation. 
The result will be that ultimately a uniform system will be adopted. 
We are all working along much the same lines. I take it that be- 
fore many years there will be a uniform system of taxation through- 
out the United States, and probably the same form of taxation will 
be adopted on the other side of the line in the Dominion of Canada. 
The question is one which requires much time and thought, and we 
should have the arguments on both sides of the question and should 
respect the opinions of those who differ with us. 



The Single Tax 

OLIVER T. ERICKSON, CITY COUNCILMAN, SEATTLE 



Discussing the single tax is quite materially different from dis- 
cussing the question of taxation in the ordinary sense, because there 
is involved ia the change which would come about by the adoption 
of the single tax an attack upon what people are pleased to call vest- 
ed rights. I want to say before reading my paper that many people 
charge the single taxers with claiming altogether too much, and I 
do not know but that some single taxers do perhaps claim too much. 
Now, I have never gone so far, and I do not think most of us have, 
as to claim that under single tax a man with a wooden leg would be 
well, for I do not think that is possible; but of course we do claim 
that it would be very much more far reaching in its effects than the 
ordinary changes or betterments in taxation that we tax reformers 
desire, and for that reason, of course, we do not take so much interest 
in them. We do not have the faith in the change in the present sys- 
tem of taxation from one form of property to another that some of 
those advocates have. One rule which is followed in discussing the 
question of taxation is in attacking especially the general property tax. 
Most everybody who is interested in the question of taxation attacks 
the general property tax and advocates a system which is similar. For 
instance, the gross earnings tax on corporations is a very popular 
tax. It is easily collected, simple in that way, and direct, and many 
people think that is a desirable system of raising revenue. Of course, 
we single taxers do not think so, because that simply saddles the tax 
upon the consumer. In this city,, for instanbe, we levy a tax upon 
the street-car company on its gross earnings, and that is not a tax 
upon property at all. It is reaUy a poll tax upon the street-car riders 
of the city. That is true of a good many forms of taxation that are 
usually advocated, and I want to say before reading my paper that 
we single taxers do not devote very much attention to that form of 
taxation; we do not advocate it. 

Webster defines a tax as a charge or burden laid upon persons 
or property for the support of government. In order to dis- 
cuss the single tax intelligently it is necessary to understand that 
Webster's definition does not apply. Revenue raised by the single 
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tax would not be a charge or burden laid on persons or property. On 
the contrary, it would abolish such burdens and draw the support of 
government from ground rent, or community made values as it is 
sometimes called. 

The single tax cannot therefore be properly discussed as a tax, 
but as a substitute for taxes. The advocates of this system claim 
a nimiber of advantages over present methods as well as great indi- 
rect benefits. Its application would immediately divert large sums 
from the stream of ground rent which now flows into private pockets 
and appropriate the same for public use. And because it will do that 
with absolute certainty, some of the beneficiaries of present methods 
assail it bitterly. It is interesting to note how people sometimes con- 
demn the principle of the community taking the unearned increment 
of land but do not take exception to an application of the principle 
in other directions. The Pullman Car Company, for instance, takes 
good care to collect the unearned increment of tips that come to their 
porters. The wages are adjusted so that the tips really go to the 
company. In large cities there are positions in hotels where men 
work without salaries and pay the proprietor a bonus every week for 
the opportunity. The Pullman Company and hotel proprietors have 
no compunction about collecting this unearned increment, for it is 
clear that the tips are not due to the earning capacity of the employee. 

When the gross earnings of railroads are taxed and other methods 
of a similar kind adopted, there is little protest, for such taxes do 
not rest where they are placed but pass on to the consumer. By 
such and devious other methods, a legion of taxes and burdens are 
transferred to the shoulders of those least able to bear them. All 
such burdens may properly be called indirect taxes. Unfortunately, 
those upon whom they are loaded rarely trace them to their source 
but moan about the high cost of living and the taxes they must pay 
directly into the county treasury. 

Those who enjoy special privileges are keen enough to under- 
stand and take advantage of the ignorance of the people in these mat- 
ters. They beat tomtoms and point to a dollar of direct taxes the 
individual will have to pay if their monopoly is destroyed. But the 
indirect tax of three times that amount which they collect is not men- 
tioned. This method is well illustrated every day in the Post-Intel- 
ligencer. You will find it in the advertisements carried by the Puget 
Sound Traction Company, and the following is a sample: "Who 
wastes your money — your hard earned tax money, raises the rate on 
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yonr property and assesses yon for water mains and bond interest 
you shonld not have to pay? The municipal ownership advocate. 

Some of the men of this company were stockholders in our 
water plant before it was taken over by the city. If the city were 
to charge the same rates for water that was collected under private 
ownership, we should have a surplus this year of three million dol- 
lars above all expenses. This saving of indirect taxes from one 
source alone is almost equivalent to all the taxes levied on prop- 
erty in Seattle for municipal purposes. The traction company is 
much concerned about the application of single tax principles in the 
taxing of water mains to benefited property. Their solicitude is sub- 
lime. 

The traction company, which is every day howling about taxes 
in its advertisements, has just raised its fares in the Duwamish Val- 
ley. The raise in fares will be a tax of a hundred dollars a year to 
practically every family in the vaUey. A tax which will amount to 
three or four times the direct taxes of many of these families. That 
fact will probably not be exploited in their advertisements. 

What has been said may seem like a digression. But in discuss- 
ing the single tax it is necessary to get a line on the forces that ben- 
efit by the present system to be sure that the clamor we hear about 
the poor taxpayer is not a mask worn by some one reaping where 
he has not sown. 

The single taxer maintains that the natural resources of the 
earth should be accessible to all on equal terms; that the ground rent 
or royalty which may be collected for their use is a value created by 
the community. And such rent or royalty should be collected to de- 
fray the expenses of government in lieu of taxes. 

The application of the single tax can be accomplished easUy by 
gradually abolishing all taxes but that upon land values. Taxing 
land values is a means of collecting ground rent and could readily 
be used until a large percentage of the ground rent would be taken. 

Space in a paper of this kind will not permit a discussion of 
more than a few features involved in the change suggested by the 
appropriation of ground rent. As the most important features usually 
crop out in all discussions of this question, I want to call your atten- 
tion to a phase which is not so often considered. That is the fright- 
ful waste which gro-vys out of the present system. 

In the outcry against high taxes in Seattle, few people stop to 
consider that those who live and work here are scattered over eighty 
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square miles of territory. For every lot in use three and one-half 
are yacant. If you are of a speculative turn of mind and live in 
a ten room house, fancy what the effect would be on your income if 
you were compelled to build and maintain a forty-five room house 
and keep thirty-five rooms unoccupied. If you should proceed to 
do such a thing and then go about complaining of your taxes and 
the high cost of living, how long would you remain outside of the 
insane asylum? Yet that is the policy we pursue in building our 
cities and country, too. In occupying one lot we must grade streets, 
build sidewalks, sewers and pavement for four and one-half lots. 
We must pay for riding four and one-half miles in a street car or 
taxicab where we should pay for one. The same rule applies if 
we are compelled to walk. Our light, telephone, water and all we 
consume costs more, for it must be transported four and a half times 
as far as it need be. 

These illustrations could be multiplied and multiplied, and if 
you are apt at figures compute the additional comforts you might 
enjoy if this waste were stopped and you shared in the benefits. 

The single tax would stop this waste and another evil which is 
greater than this. Out of speculation grows the custom of discount- 
ing the future and holding land idle for abnormal returns as popula- 
tion increases. Industry which must have land to use pounds against 
this wall in vain, slackens and stagnates. As an officer in the Manu- 
facturers' Association for many years, I have had ample opportunity 
to witness the baneful effect of the man who holds land idle and 
refuses to sell. Not long since a large manufacturing concern de- 
sired to locate a branch here and selected a suitable site on the tide- 
lands. A real estate man told him what it was reasonably worth, 
which he agreed to pay. But the owner did not wish to sell and 
when pressed to make a price fixed it at double the market value. 
The result was the man went away and established no factory in 
Seattle. 

Between Jackson Street and Georgetown on the tide-lands are 
thousands of the most desirable factory sites in this city. But with 
our present system they might as well be a thousand feet below 
high tide. Hundreds of men desiring to engage in some industry 
have looked wistfully at these sites but they lie there with grin- 
ning skulls and other refuse from the packing houses. Is it a far 
cry to suggest that there is some relation between these vacant lots 
and the thousands of idle men and women who roam our streets 
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looking vainly for work? We can but conjecture what the increase in 
wealth production would be if we had no involuntary idleness, but 
certainly it would be great. 

The single tax would banish the vacant lot industry, unlock the 
resources of the earth and give industry a wider scope. It is making 
steady headway throughout the civilized world and wherever its prin- 
ciples have been applied it has proved beneficial. The hobgoblins 
conjured up in the minds of some objectors have not materialized. 
On the contrary, it has been promotive of prosperity, health and 
peace. 



The Tax on the Increase in Land Values 

DR. G. M. JANES. INSTRUCTOR IN ECONOMICS, UNIVERSITY OP WASHINGTON 



A marked feature of public finance in recent years is the re- 
markable growth of public expenditure by national, state and local 
bodies. The phenomenon is world wide and is caused not only by 
increased preparation for war or by the burdens of past wars but 
also by increased public improvements, outlays for sanitation and 
health, education in public schools and universities, parks and play- 
grounds, to mention only a few out of many causes. The idea that 
that government is best which governs the least is giving way to 
the belief that that government is best which produces the best re- 
sults for its citizens. In a word, the social point of view is emerging. 
A state is seen to be not a mere congeries of warring atoms held to- 
gether by force but an organic whole with approximate interests. 

Along with this extension of government action and increased 
expenditure has gone the extension of the social point of view into 
the field of taxation. The growth of the value of land because of 
the growth of the community in which it is located, and that such 
increased value is a community interest to be shared in to a greater 
or less extent by community or state has been pointed out by numer- 
ous thinkers. Two recent noteworthy extensions of taxation have 
been made in Germany and England in levying taxes on the increase 
in land values. 

The tax was first imposed in the German colony of Kiauchau in 
1898. The German government proposed making many improvements 
in the way of harbors, arsenals, and buildings, and in order to prevent 
the gobbling up of the land by speculators at small figures Admiral 
von Diederick issued a proclamation forbidding any transfer of land, 
without the authorization of the government. Besides obtaining this 
permission, all purchasers had to promise to build. Finally a land 
ordinance provided that when any land in the colony was sold, one- 
third of the increase in its value should be paid to the government, 
and if not sold it should be valued every twenty-five years and one- 
third of any increase be paid to the government. In both cases, any 
improvements in or on the land made by the owner were to be de- 
ducted. 

(161) 
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This experiment attracted considerable attention in Germany 
and started an agitation for the introduction of such a tax. "The 
situation in Germany," says Seligman, "was peculiar. The cities 
were growing with a rapidity exceeded perhaps nowhere in the world, 
and there was accordingly great opportunity for speculative activity. 
The German tax system, moreover, played peculiarly into the hands 
of the speculator." Cities which levied special assessments required 
them to be paid not at once but only when the building was erected 
and instead of the selling value of the land being taken the assess- 
ment was made on its assumed yield or produce. For instance, a lot 
in a suburb of a great city would thus not be assessed on its real 
value, but on its produce as a potato patch. The result is of course 
a premium to keep land out of use in order to reap its growing in- 
crease in value. 

A tax on increase in land value was introduced by Frankfort- 
on-the-Main in 1904, followed by several other cities in 1905 and 
1906. The movement spread until by 1910 the tax was favored in 
about 4,500 cities and towns, including about one-fourth of the entire 
population of the German Empire. The basis of the tax was gener- 
ally the difference between the last purchase price and the present 
selling price. Various allowances were made, such as the improve- 
ment of the land and the cost of new buildings. Slight increases of 
value were generally exempted. The rates were almost always pro- 
gressive, but the minima and maxima varied greatly; one per cent 
was the lowest, while 30 per cent was levied in one case where the' 
increase in value was over 155 per cent. Details and methods dif- 
fered, but the principle was the same. 

These state and municipal taxes were replaced in 1911 by an 
imperial tax along the same lines. To describe this general law ac- 
curately would take a good deal of time, for it is characterized by 
German thoroughness and in many places is quite complicated and 
difficidt. The following rather brief statement wiU perh{ips be suf- 
ficient to show its drift. The law provides that on any transfer 
of any property interest in real estate, a tax shall be levied on the 
increase of value which occurs without the activity of the owner. 
Various small holdings are exempt. The increment of value subject 
to tax is defined as the difference between the purchase price and 
the selling price. To the last purchase price is added: (1) Four 
per cent as representing the original cost of acquisition. (2) The 
amount of special assessments, together with interest at four per 
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cent for not more than fifteen years. (S) If the purchase took place 
through the foreclosure of a mortgage the amount of the mortgage 
is to be added to the equity. (4) All outlays for permanent im- 
provements, together with 5 per cent on such outlay or where the 
owners are engaged in the building industry, 15 per cent of such 
outlay. (5) An additional amount equal to two and one-half per 
cent in the case of certain small properties. 

The rate of the tax is based on the percentage of the unearned 
increment to the purchase price of the property plus the cost of 
permanent improvement and other additions just mentioned. Adding 
the value of the improvements to the cost price makes the percentage 
of increment and therefore the tax rate much less than would other- 
wise be the case. In the original bill the value of permanent im- 
provements was subtracted from the selling price instead of being 
added to the purchase price. The tax is 10 per cent of the incre- 
ment when the increment of value is 10 per cent or less. The rate in- 
creases one per cent for every additional 20 per cent of increment until 
on increments of 170 to 190 per cent it reaches a rate of 19 per cent. 
Thereafter the rate increases one per cent for every additional 10 
per cent of increment of value until it reaches a rate of 80 per 
cent on all increments of value of 290 per cent. A diminution 
of one to one and a half per cent is allowed according to length of 
ownership which in that case diminishes the maximum rate. The 
tax is assessed by the state authorities under the general supervision 
of the imperial authorities. 

The larger share of the income from the new tax, 50 per cent 
altogether, goes to the empire; 10 per cent of the amounts collected 
in their respective territories goes to the state governments to pay 
for the costs of administering the law; while the remaining 40 per 
cent is left to the local bodies. The localities may add to the tax, but 
they may not impose more than double their own share, and the total 
tax imposed in any individual case may not exceed 30 per cent of the 
increment value. 

Another country in which the tax on the increase in land values 
has been worked out is Great Britain. Land until this tax was im- 
posed occupied an anomalous position as compared with other kinds 
of property because it was not subject to any special taxation. The 
land as a matter of fact paid no taxes unless it yielded a revenue and 
so, if it was not rented or did not produce an3rthing in actual in- 
come, the owner paid neither the local rate on real estate nor an in- 



164 TAXATION IN WASHINGTON 

come tax on the product. Land held for pleasure uses or speculation 
and so producing no income thus escaped all taxation. This, how- 
ever, is not the whole story in regard to the tax exemption of land in 
Great Britain. Special assessments for local improvements so well 
known here in America, although of English origin, dropped out of 
use and with rare exceptions have not been imposed in recent years, 
It may be of interest to note in passing that special assessments 
were denounced by some as American and therefore not fit for use 
by Englishmen. But at such provincialism let us not throw stones 
for fear we ourselves live in glass houses. The theory back of spe- 
cial assessments is that of benefit received, and so here in America 
when a city or town opens up a new street or changes a grade an 
assessment to pay for the same in whole or in part is laid on the 
adjoining landowners for the improvement which causes an increase 
in the value of the land. This to a certain extent is an illustration 
of the tax on the increase in land values in that such an increase 
in value is anticipated. Such improvements in England were, how- 
ever, paid for by the general taxes and so the increase in land val- 
ues was enjoyed by the English landlord who did not pay anything 
directly for such improvements as augmented the value of his land. 
Still again, lands were taxable according to rental value and if va- 
cant they were frequently not taxed at all. A vacant lot, for in- 
stance, might be rented for agricultural purposes and all the taxes 
paid would be based on such rental, and of course would be much 
lower than if the land were used for buildings. That is, such land 
is not taxed according to its selling value. "Thus from every point 
of view," says Seligman, "the owners of unimproved land in Great 
Britain constituted a favored class. They were not subject to spe- 
cial assessments, they were not taxed when the land was unrented, 
and they were undertaxed if the land was rented." 

These anomalous conditions gave rise to a good deal of discus- 
sion and investigation and in 1909 and 1911 the Liberal party 
in the Lloyd George budget made some very definite reforms. The 
new land taxes included the undeveloped-land duty, the increment- 
value duty, the reversion duty and the mineral-rights duty. 

The increment-value duty, which is of most concern to us in this 
discussion, is a tax payable when land changes hands under the fol- 
lowing conditions: (1) The sale of any land or interest therein; (2) 
its lease for a period of more than fourteen years; (3) its passing 
to a new owner by reason of death; (4) in the case of land which 
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does not change hands, the tax is levied every fifteen years, with the 
privilege on the part of the owner of paying in fifteen yearly in- 
stalments. On each of these four occasions the site value of the 
land is determined by the amount which the land might be expected 
to realize if sold in the open market by a willing seller. The tax is 
levied on the difference between this site value and the first cost 
or purchase price. Taxation does not begin until the increment value 
is over 10 per cent and the rate is put at 20 per cent, a fifth being 
taken for all increase in value over 10 per cent. 

The exemptions from increment value duty have been thus tab- 
ulated: (1) Agricultural land, while that land has no higher value 
than its market value at the time for agricultural purposes only; 
(2) small houses and properties which have been in the occupation 
of the owner for twelve months, provided that he does not own 
more than fifty acres in all and that the land does not exceed sev- 
enty-five pounds an acre; (3) land held by a body corporate or in- 
corporate and used for games or recreation; (4) the lease of tene- 
ments or flats in an apartment house. The tax is paid by stamps 
as a stamp duty. Sales or leases must be thus attested as to payment 
of the tax or it must be shown that the tax is not payable. The 
increased value tax in cases caused by death is paid in accordance 
with the rules governing the payment of the estate duty. To make 
this and the other land taxes effective a survey and valuation of all 
land in Great Britain are now being made. 

The operation of the tax at fifteen year periods at the rate of 
20 per cent or one-fifth of the increase in land value going to the 
community may be illustrated. The most valuable quarter acre in 
the city of Chicago is said to be the southwest corner of State and 
Madison Streets. This piece of property increased in value from 
$20 in 1830 to $1,250,000 in 1894, according to the figures of F. R. 
Chandler given at a dinner of the Chicago Real Estate Board in 
1894. The quarter acre would have paid the following on its in- 
crease in value if such a tax had been imposed. 

Value Increase Tax 

1830 $ 20 

1845 5,000 $ 4,980 $ 996 

1860 28,000 23,000 4,600 

1875 92,000 64,000 12,800 

1890 900,000 808,000 161,600 

1894 1,250,000 442,000 88,400 
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The rise beginning in 1887 was about $150,000 a year. The 
value of the land today is probably about $2,000,000. There were 
temporary decreases in value brought about by the panic of 1837 
which let the bottom out of the boom prices of 1836, also after the 
panics of 1857 and 1873. From 1877 to 1894 there was a steady 
rise in value without any decrease at all. To buy this quarter acre 
in 1894 would have taken 609.76 average Illinois farms valued at 
$2,050 each or the labor of one man for 2,777.78 years at $1.50 a 
day and 300 days to the year. The corner has in recent years been 
improved by the erection of an immense building but the large in- 
crease in value of the land has of course come about by the growth 
of Chicago. 

Taking the above as an example, the question arises what canons 
or rules of taxation should be followed? A tax on the increase 
in land value might be based on benefits received. The landowner 
has done little or nothing to bring about the increase. The location 
of the land and the growth of the city and not improvements by the 
landowner have brought about the rise from $20 to $1,250,000. A 
tax on that increase could in equity be paid by the landowner be- 
cause he has received a benefit from the growth of the community. 
On the other hand, taking the idea of taxation as based on the ability 
to pay, and this is the real basis of the larger part of all taxation, 
the landowner is asked to contribute only in proportion to his means. 
The state is necessary for preserving order, protecting life and prop- 
erty, and administering justice and, as it is extremely difficult to 
apportion exactly benefits received, for all these the real test of 
what should be given in return is the ability of the payer. 

The tax on the increase in land value, provided it does not take 
the whole or a large portion of the increase, imppses little burden 
upon the landowner whose land increases in value. Such a tax is 
in some ways like the inheritance tax which imposes little burden 
upon the heirs because the means of paying the tax is in the nature 
of things already furnished. Leaving aside the question of an abso- 
lute rule or norm for taxation and saying that no such norm exists 
such a tax comes under the statement sometimes made that taxa- 
tion is not exact but only a question of pulling the feathers with 
least amount of squawk from the bird. 

An additional merit of such a tax is that it cannot be shifted 
but must be paid by the landowner. This may not be apparent 
because rents advance because of the increasing demand for land. 
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Says Seager: "If the land tax is small, the rise in rent — which would 
have occurred in any case — may reimburse landlords for the tax and 
give them the impression that they are shifting it to their tenants. 
What they are really doing, however, is paying it themselves by 
foregoing the larger increase in the income they derive from their 
land, which would have been theirs had no land tax been imposed. 
The conclusion to which we are brought, therefore, is that a land 
tax must be paid by landowners because it tends neither to increase 
the demand for land nor to reduce the supply, and it is only by in- 
creasing the demand or reducing the supply that the tenants gener- 
ally can be forced to pay higher rents." 

In conclusion it may be said that unlike the proposed single 
tax the tax on increased land values is not a single one, but is ac- 
companied, as it should be, in both Germany and England by other 
taxes. This tax, also, does not lay the entire burden of the expense 
of government on the landowner in the interest of reform. Neither 
does it confiscate nor abolish the right to private property — ^that in- 
centive to work and saving which is said to change sand into gold — 
an institution which, whatever its shortcomings, has on the whole 
made for progress. The tax is in the same category, leaving aside 
the question of the unearned increment for a moment, as the income 
tax and the inheritance tax, being based, as they are, on the ability 
to pay. Then on the side of the unearned increment it is based on 
realized gains; it has both financial yield and social justification, 
for the state takes only some fraction of a gain to which itself has 
contributed. The experiment across the water will bear watching 
and, if successful, the fact of being "made in Germany" should be 
no bar to its adoption by us. 

DISCUSSION 

Thorwald Siegfried of Seattle: My time could not have been 
placed more fortunately, following as it does the discussions by 
Mayor Taylor, Councilman Erickson and Professor Janes, and all that 
I want to do its to draw some deductions from the facts that they 
have put in your hands. I am going to save time by illustrating my 
deductions with a little card that I will ask the secretary to place 
in your hands while I am talking. The cards have some data on 
them that I think will make my talk more intelligible than it would 
otherwise be. 

In discussing the single tax we are discussing a term that means 
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all things to all men who have discussed and studied the taxation 
problem. To some who oppose it and to some who favor it, it means 
one thing, and to others it means another thing. I like the view 
best that Councilman Erickson expressed, and that is that the single 
tax really proposes the abolition of taxes, and especially the abolition 
of those taxes that are levied upon one citizen by another citizen or 
set of citizens; and so, for myself, I like to think of the single tax 
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HoXk: Lands shown on map are owned by the Northern Pacific Railway, 
Northwestern Improvement Company, Weyerhaeuser, White River, Thomas 
Irvine, and Grandln-Coast tlmher companies. 

as an anti-tax, and a single taxer as an anti-taxer, much better than 

any other way. 

Now, the problem of taxation seems to me to be merely an in- 
cident to the problem of the use and proprietorship of land; its 
effects upon the social economy are in turn a part and incident of 
the problem of social credits, in other words, of the money problem; 
and the money problem is in turn an incident of the problem of 
human selfishness. 

The discussion of the single tax and of any tax at all from the 
standpoint merely of its fiscal expediency has gone forever, I believe. 
The time was when the tariff was justified by public opinion in the 
United States, because its effects were simple; that is, its apparent 
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effects were simple. The burden fell upon certain industries and 
manufacturers and merchants^ and the public cared not what its 
ultimate effects were. The sentiment has changed now so that the 
ultimate effect is the thing we seek to discuss and understand first. 

It is possible^ I suppose^ in discussing the tariff, for people to 
arrive at different conclusions with absolute honesty, because the ef- 
fects of tariff taxation are not at once apparent. But the moment 
we begin to understand, whatever the remote effects of the tariff 
are, that its prime effect is to enable one set of people to tax an- 
other, we abolish the tariff, or at least start in the direction of abol- 
ishing it. So I am speaking to you today particularly for the pur- 
pose of urging the abolition of taxes, not of taxes in the ordinary 
sense as a charge levied by the government for its support, but the 
abolition of the ability of one set of persons to tax another set. 

As an incident to the problem of land use, the single tax and 
the evils at which single tax is aimed present two problems to us. The 
first one is the taking of rent by private individuals and giving noth- 
ing in return, either to the individuals from whom they take the 
rent or to the communities in which they live and move and have 
their being; and the second is the tax of idleness that has been re- 
ferred to on this platform this morning, the holding of land out of 
use for no good reason. 

Under the first heading, the taking of rent, the economic burden 
amounts in round figures to a sum approximating $50 per capita in 
the United States — ^the sum that one part of the population gets from 
the other part without giving anything at all in return. In New York 
City the annual per capita rent rose from $33 in 1900 to $62 in 1910, 
an increase of almost 100 per cent; and under the Ricardian rent law 
we may expect that unrestrained private proprietorship of land will 
absorb the whole social economy as it manifests itself until conditions 
are altered. 

That is bad enough, but according to the view I take of it, it 
is the second of the evils mentioned that is to be principally consid- 
ered instead of the first. In holding the land out of use we are 
doing precisely that which material desires always do; they pre- 
vent the attainment of the very things they are designed to achieve. 
The glutton soon becomes unable to assimilate food, the avaricious 
man soon becomes unable to appreciate the purchasing power of mon- 
ey, and so private proprietorship in land unrestrained, as we have 
it now, holds so much land out of use that it prevents the accumu- 
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lation of that social fund of economic rent which it is designed to 
appropriate to private use. 

Thus, while in the direct manner landlordism taxes us say 
per annum, the indirect waste, the waste of idleness, the prevention 
of social activity, taxes us perhaps no less than $250 or $300 per 
annum — no man knows how much. It is a bar to the progress and 
development of the activity of the human race so long as it is sub- 
mitted to. 

Now, I want to call your attention to the fact that the first 
waste, the rent waste, is purely physical, expressed in dollars and 
cents, and though it amounts to $50 per capita, more or less, it is 
tied to an institution, the abolition of which requires some thought 
and care, and that is the use of land values as a means for making 
exchanges of money in time. The fact that the present waste is 
important blinds us to the fact that the waste of idleness is by all 
odds preeminently bad, because the future waste is not to be ex- 
pressed in the terms of dollars ; it is only expressed in terms of human 
misery. 

It has been stated here today that for every lot in use in Seat- 
tle three and one-half are vacant, and I can verify it from personal 
observation. That does not mean that the landowners are holding 
the land out of use because they want to get the present value, for 
the present value is that value for which the land will sell now. They 
are holding it for a value that has not yet attached to the land. 

The same is true with respect to the land shown on this map of 
King County. The black area shows the land owned by six cor- 
porations. If you will notice in the center it says, "Watershed 
area and one-quarter of timber cost Seattle $750,000." One-half of 
the area was donated by the United States. At about the place where 
the figures $750,000 lie there was very much timber belonging to 
the Northern Pacific RaUroad Company that had no commercial 
value. It would be dear at ten cents a thousand feet, and to attempt 
to log it would be foolish. The jury empanelled to condemn the 
watershed area for the city was awarding not less than a dollar and 
not more than two dollars and one cent a thousand feet for the tim- 
ber it was taking for the city, and yet of its own motion and stating 
it to be to its own best interest, the Northern Pacific made the prop- 
osition to the city and it was accepted, that the Northern Pacific 
would donate the land to the city if it could have the privilege of 
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keeping the timber for thirty years and removing it within that time. 

These few facts, and those called to your attention by previous 
speakers, indicate that we must take account, first, of the disposition 
of the future increases of land values, before we can make much 
headway in dealing with those of the past. No equities have at- 
tached to values not yet in existence; we are free to do with them 
as right principles may dictate. Initiative Measure No. 15 of this 
state is a serious attempt to direct future values of land into the 
public treasury; the machinery proposed is adequate for the purpose; 
the question is solely on the advisability of applying it. And my 
endeavour today is altogether an attempt to outline, within a very 
limited time, a few factors that convince the investigator that no re- 
form is so easy, so beneficial, so far-reaching and imperatively neces- 
sary as the reform that will guide our social steps aright in the fu- 
ture, whatever they may have been in the past. 

Charles H. Shields: There seems to prevail among these single 
taxers the idea that revenue with which to meet governmental ex- 
penses can be obtained from the earth and elements free and independ- 
ent of human energies, that to demand or take in any way from an 
individual any portion of the product of his labor for the purposes 
of maintaining government — ^that which affords protection to life, 
liberty and the products of labor — is a penalty imposed by society 
on individual thrift and industry. I want to ask a question, and I 
hope some of our single tax theorists will take the time to answer 
it: How can revenue be obtained without exacting some portion 
of human energies? As a matter of fact is not money merely an 
official token representing so much of man's toil? If we could but 
get our misguided single tax friends to see this point they would 
cease their search for a perpetual gushing fountain of revenue that 
would free man from the law of compensation, that he could receive 
protection from organized society and in turn give nothing. With- 
out organized society we would sink into utter intellectual and moral 
darkness whence we came. 

Being of an inquisitive turn of mind, I have in the past attempted 
to account for all conditions by logical reasoning. Of course, I have 
had a very interesting job. In this connection I can come to no other 
conclusion, or I at least cannot account for these strange and illogical 
theories of our single tax friends, unless they are now animated by 
spirits that once existed in the dim and distant past long before we 
reached that stage of evolution which demanded the establishment of 
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private property in land to the exclusion of land communism, land 
held in common as was the case in our primitive state. Now, fol- 
lowing the law of habit they seek to return to the primitive mode of 
life, that condition which would make land common. I cannot say 
common property, for it would not be property; we could well call 
it land socialism. I would not have you understand that I am 
a believer in theosophy, but I cannot account for men and women 
indulging in such theories in any other way. 

Single tax is not a system of taxation; it is merely a process of 
destroying individual or private ownership in land by taking an ever 
increasing portion of the economic rent of the land until it is all con- 
sumed. When that point is reached there remains no individual or 
private interest in the land other than that of a tenant gambling on 
the elements as to whether he wUl get a living return for the labor 
he is expending in his efforts to produce and harvest the crop, the 
nature of which makes but little or no difference. How many of you 
would consider that you had an interest in a plat of land if the state 
was taking all the economic rent? By this is meant all that this 
tract of land would rent for. To make it more clear, suppose A owns 
a tract of land which returns him $100 per year; taxes are $10.00; 
A has left $90 which is economic rent. Now suppose we proceed on 
the theory on which the single tax is based, viz., that this economic 
rent belongs to all the people in common, and we start to take all 
of the rent, say, by increasing ten dollars each year. In nine or ten 
years, instead of A's having $90 for the rental of his land he has, 
nothing. How much is A's interest worth in that tract of land.^ 
Nothing, is my answer. 

I fancy I can hear some of our single tax friends laughing at 
such a statement; they tell you that they are firm believers in private 
property in land and that they cannot agree with Henry George. 
Those who make such statements may be less radical but they are 
doubly inconsistent. Let us examine some of this class. Oliver T. 
Erickson is chief among the single taxers of this state; you have 
heard him speak on this subject here today; he heads the organiza- 
tion for the promotion of the single tax in this state ; he is the mouth- 
piece through which they speak. I want to read to you what this 
leader had to say in connection with the land values of Seattle. 
Please bear in mind that what I shall read was not spoken in the 
heat of debate, but was thought out very carefully, written for pub- 
lication and published in the Seattle Times of February 14, 1912. 
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Headline: Erickson's Reply to Shields: "The land values of Seat- 
tle are three hundred millions of dollars. This value is created by 
the community, and under the full application of the single tax every 
man, woman and child in the community would have an equal share 
In this great estate. On a basis of 240,000 people that would be 
$1,250 for each and every one of us, and for each family of five 
$6,250." If I understand the English language, Mr. Erickson con- 
templates just about what Henry George advocated and just about 
what happened to A in the illustration just given. The individual's 
interests are to disappear as the community's interests appear. Of 
this there can be no doubt, the statements of our single tax theorists 
to the contrary notwithstanding. 

Mr. Erickson has told you of the great economic waste in having 
the city spread out over so much territory, that it could well be 
reduced to one-fourth the area. It does not require any great stretch 
of imagination to portray a mental picture of Seattle crowded into 
one-fourth the space it now covers. I can see the open spaces dis- 
appear; I can see the garden that is a great comfort and a real 
support to those living in the outer portions of the city gone ; I can see 
the houses built one close up against the other, shutting out the sun- 
shine of which we now have none too much; I can see the beauty 
spots disappear that afford open air spaces where the children play, 
which give health and vigor to their bodies; I can see congestion 
on every hand. These are the very things that all the older cities 
are now trying to get rid of. Economic waste he calls it — well, if it 
is economic waste, let it be so. If economic waste be the price of 
these open spaces, these gardens, these playgrounds, this freedom 
from congestion, I am quite willing to pay the price. I can think 
of no plan that could be of greater injury to society than the very 
condition that my good but much misguided friend Erickson woidd 
bring about by the introduction of the single tax. 

I want to say a few words in reply to our distinguished vis- 
itor from Vancouver, Mr. Taylor. He told you but little about the 
single tax. His apology for conditions in Vancouver is no doubt 
well stated, but it is not at all consistent with his statements a few 
years ago when Vancouver was on the boom. He then said it was 
the magic of single tax that was doing the business. Now the magic 
has gone. I notice that Winnipeg, which has not yet been inoculated 
with this magical system of taxation, has outstripped all those cities 
of which so much was said a few years ago about their phenomenal 
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prosperity caused by their having discovered the natural and there- 
fore scientific method of securing revenue. The facts are as I stated 
in 1912 when these cities were boasting of the magic of the single 
tax. I said that their prosperity was in no way due to the single 
tax; that by reason of their imbounded resources the tide of develop- 
ment which ebbs and flows was headed in their direction and that 
nothing could prevent it imtil the breakers were in sight; that these 
cities, like Seattle and a great majority of cities, would suffer the 
reaction; and that they would follow the law of compensation and 
pay for their overindulgence in building and other city improvements. 
All this has taken place. I fancy I can see ex-Mayor Taylor's World 
building, which is a most magnificent structure and a credit to his 
enterprise but not to his judgment, standing there as a monument 
with the ten upper stories vacant. Though they are silent, they speak 
to the world proclaiming the fallacy of the single tax. This World 
building at Vancouver and many others in a similar predicament 
stand as living witnesses to testify that a city cannot improve in 
buildings or otherwise faster than the trade and commerce and the 
general development of the country will justify. BuUdings must be 
occupied to be profitable, and to be occupied there must be tenants, 
and the tenants must have some employment. That this employment 
can go no further than to serve those who seek service from the city 
should be apparent to all thinking people. 

A. J. Faussett of Everett: I am glad to be here to say a word 
in the short time I have against what seems to me to be legalized 
piracy, and in favor of a new modern system that the thinking world 
seems to be putting forth. Strong language was used by the last 
speaker in speaking of what seems to be the modern idea of taxation, 
and I think that that is applied at the present time by a good many 
leading people of this beautiful city. I think it very appropriate in- 
deed to the system that we have now. I was asked to supplement 
or criticise the paper read by Dr. Janes. It would seem to me to 
be foolish to criticise that paper. For the short time he had he 
went very fully into the system in Germany and England. Before 
saying what I have to say in favor of this system I want to add one 
word in regard to the system being adopted by Germany. In the 
city of Kiauchau this system has been adopted; in addition to levy- 
ing or collecting a personal tax it also has adopted or passed an 
ordinance providing for a tax on the unearned increment. That is 
what one writer distinguishes as a direct and indirect tax. The direct 
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tax is the tax on the transfer and it is now in vogue in many Ger- 
man cities; the indirect tax depends upon several different things, 
such as, for instance, a donation, an inheritance or a change of own- 
ership. It is said that the tax earns a large revenue. 

Someone has asked or spoken about the legal machinery. Why 
the machinery we have today is collecting a part of the single tax. 
A part of our present system is taxing the land alone, and that same 
machinery could easily collect it all as well as part of it. If the 
unearned increment system of taxation was in force in this country, 
a great proportion of the legal machinery needed today for collecting 
the antiquated tariff and other taxes would be abolished, and the 
machinery would become simplified and not so extensive as it is. 

Let me say a word to you about community values and give you 
some figures I gathered. Between the years 1900 and 1904, a little 
less than one-half of the acreage property in the United States in- 
creased in value one billion five hundred million dollars. The agri- 
cultural lands in the United States for the same time increased more 
than three bUlion dollars. During the same period the values in 
city and country increased more than nine billion. During that same 
period the land values in the nation increased more than four billion 
five hundred million dollars. I have not been able to get the exact 
figures, but I am reliably informed that the highest estimate put upon 
the expense of running this government, municipal, state and national 
for the year 1910 was four billion dollars, and that the lowest esti- 
mate for the same time was two biUion dollars. This same author- 
ity says that the highest estimate placed upon the increasing land 
values for the same period was eight billion dollars and that the 
lowest estimate for the same year was four billion dollars. Then, 
taking these figures, if they be true, whichever way it may be, and 
striking an average, the increased value of land in this country would 
have paid twice for the running of municipal, state and national gov- 
ernments. 

One of the arguments that can be made for this taxing of the 
unearned increment — and it is the one that I would emphasize — is 
that it removes that which penalizes industry. Your present tax 
system penalizes industry. Paint your house in February and the 
assessor comes along in March and fines you for it. Grub out a 
stump and yon are penalized for it. When a man is brought into 
the police court and fined for committing an assault he pays his fine 
and costs and is done, but you go out and clear a lot and put a build- 
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ing on it and yon are fined year after year, and the more you im- 
prove it the more you are penalized for doing it. 

Someone has said something about earnings and savings. My 
good brother, your present taxing system penalizes everyone. The 
tax on unearned increment will remove the penalty from the man 
who earns his bread by the sweat of his brow and will place the 
raising of revenue upon the community created by him. Wealth be- 
longs to him who creates it. If the community creates these values 
will some of you good friends who differ from me please tell us why 
that community value should not go back into the public treasury 
and help to carry on the machinery of government? I hope that 
question will be answered today. 

One thing more about community value. The railroads of this 
country between the years 1897 and 1907 grew from ten billion six 
hundred and some million to nearly seventeen billion. Mr. Moody 
says that a great portion of that lies in the enhanced value of their 
right of way, their franchise and their terminals. What has made 
these values? I want to take an illustration right here at home. A 
few miles from here is Snoqualmie Falls whose power lights this 
beautiful city and my own. A hundred years ago these falls were not 
worth fifty cents. I am informed that the site value today is worth 
more than half a million dollars. What has made it? People coming 
and settling in this state, the putting in of railroads, and the building 
of our cities, colleges and schools. If the community has made that 
value of half a million dollars why should not a portion of it, why 
should not a portion of that unearned increment go into the treasury 
of those who have created it? 

Robert E. Smith, editor "The Tax Liberator," Roseburg, Ore- 
gon: I had no expectation of making any remarks when I came here 
and it is only because one of the speakers is not here that I have 
been thrust upon you. I do not know exactly what I am going to 
say to you, as I was unaware until a moment ago that I was to be 
called upon. 

I might say in the beginning that I am neither a tax expert 
nor a student of economics. I am a farmer. 

I wish to call your attention to the fact that all of the remarks 
that have been made here today have been in regard to the conditions 
which apply to the city, and not a word has been said as to the merits 
or demerits of single tax as a taxing system for farm property. 
Single tax is a tax on land only. And the man who will be most 
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affected by its adoption is he who has the most land. We all know 
that the farmer has the most land. It would seem, therefore, that 
if the students of taxation were honestly interested in the effects 
of the single tax they would first consider how it will effect the man 
who occupies and uses land for the gaining of his livelihood. Not 
being a student of political economy, I cannot speak accurately as 
to conditions at the present time, but when I went to the farm school 
we were taught that there should be three men in the country to 
one in the city. At that time that condition almost obtained. Al- 
though that was less than twenty years ago, conditions have changed 
very materially. While I have no definite figures, I know in a gen- 
eral way that now the majority of the population is in the city. There 
must be some reason for this great exodus from the farm and influx 
to the city. There must be some reason why our young men and 
young women do not care to stay on the farm. 

To those of us who are identified with farm life the answer is not 
far to seek. It is not that there are better living conditions in the 
city. It is not that social conditions are of any higher order; neither 
is it the lure of the great "White Way." It is simply because the 
successful farmer of today must work from twelve to sixteen hours 
every day in the year and when taxpaying time comes he donates 
the fruits of his year's labor to the state in the way of taxes. Do 
you blame our boys and girls for choosing to take their chances in 
the city rather than remaining on the farm when economic conditions 
are such as these? Granting the fact that it requires three men in 
the country to support the one man in the city, would it not be better 
to see how we can improve our farming conditions by the application 
of sound economic principles rather than aggravating the present 
unstable conditions by the application of a freak socialistic theory 
which will make paupers of us all. 

The reason that I was asked to speak here today is probably on 
account of my connection with an association known as the Oregon 
Rational Tax Reform Association. This is an association which 
was formed by farmers and is largely composed of farmers. It was 
formed because of an insistent belief among the farmers, which I 
believe to be correct, that under the general property tax as now ad- 
ministered the farmer is discriminated against. It was in order to 
have a little more justice in taxation and possibly to dodge some of 
our taxes — not our just taxes but the unjust portion of our taxes — 
that this association was formed. We realized, however, that farm 
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taxation only forms one part of the taxing system of the state and if 
we were to improve the present system of farm taxation we must 
consider all phases of the entire taxing system of the state; that 
we should make an honest effort to construct a rational, fair and 
equitable system of taxation for all men and all classes of property. 
We were not and are not asking for special privileges but for our 
just rights ; not for favors but for fair play. We concede that in any 
question which so vitally affects all men, all men should be consid- 
ered. We, therefore, made and are making an earnest study of city 
taxation, as well as the taxation of rural property. 

I made the statement last winter to a number of members of 
the association that I believed that there were certain good things 
in the single tax as applied to the city. It was all wrong as 
applied to the country, but possibly all right as applied to the city. 
These features of single tax which appealed to me as a fair system 
for municipal taxation were: First, that it promoted building; second, 
that it did not permit a man to have the value of his land enhanced 
through the enterprise and industry of another; and thirdly, it dis- 
couraged speculation in land. I said that when the opportunity pre- 
sented itself I wished to make an investigation and get some first 
hand information. I had a little spare time a few weeks ago and 
went to Alberta and made an investigation of conditions there. 

Before discussing what I found, I want to go into this phase of 
single tax. There are two kinds of single tax; there is complete 
single tax, which is nothing more nor less than a form of socialism. 
That is to say, complete single tax has for its purpose the taking of 
all the income from land and giving it to the state. Now the value 
of anything is its capitalized income. When you take all of the 
income from property you are taking all of the capital or value. 
Therefore, complete single tax is communal ownership in land, or 
the destroying of private ownership in land. This phase of it I 
do not wish to discuss. I am sure that it is not necessary for me to 
argue against this phase of single tax. We have never considered 
this form in Oregon. It has never been agitated here. The farmers 
of Oregon know that their land is good and they do not want to 
give it to the state. We want to keep it; it is good stuff — ^the best 
there is anywhere; we are proud to possess some of it. 

Single tax limited is that system of taxation which raises public 
revenue from land alone — ^the land value tax — ^taking as much of 
the income from land as is necessary to run the government. The 
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rest of the income the owner is permitted to keep. Complete single 
tax is not a system of taxation; it is a system of socialism. Single 
tax limited is advanced as a system of taxation and therefore we 
must consider it as such. 

"The proof of the pudding is in the eating," and the best argu- 
ment against single tax limited that can be used is the result which 
it brought about in Alberta. I have never made an investigation 
of the effects of single tax in British Columbia but Mr. Taylor's re- 
marks show clearly that it had the same effect there as it did in 
Alberta. I honestly and confidently believe — ^yes, I positively know 
beyond the shadow of a doubt — ^that limited single tax as they have 
it in Alberta has been an absolute, complete, unqualified failure as a 
taxing system. 

Although I have not the time to give you a detailed account as 
to the manner of raising public revenue in Alberta, in order that you 
may understand the difference between the raising of revenue there 
and on this side of the line, I will say that in Alberta the money 
which the province of Alberta expends is nine million dollars annually. 
In the State of Oregon with three times the population we only 
raise seven million dollars annually. I do not mean to convey the 
impression that the public officials of Alberta waste her provincial 
funds, but that these funds are used for other purposes than we of 
Oregon use our state funds. The only tax levied on land in Alberta 
is a tax for municipal purposes. The revenue for the provincial gov- 
ernment in all of its branches as well as the road and much of the 
school tax is raised by indirect taxation, subsidy from the dominion 
government and license fees. To illustrate: In the State of Oregon 
the average tax levy in municipalities is about thirty mills. Of that 
thirty mills, six mills is for the purpose of running the city govern- 
ment; the other twenty-four mUls is for state, county, school, roads 
and other purposes. In Alberta the tax for municipal purposes, that 
is to say, the tax which corresponds to the six mills tax just referred to, 
is raised by direct taxation and it is the only portion of their taxing 
system which is raised by a single tax upon land values. Therefore 
in Alberta they have what we might properly term a very limited 
form of single tax limited. Under what is known as the towns act 
the legislature foisted single tax on the small towns, that is single 
tax for municipal purposes, you imderstand. The result was that 
a sufficient amount of revenue could not be raised. The functions 
of municipal government were paralyzed. That is the reason that 
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single tax failed in Alberta. That is the reason that single tax will 
fail anywhere. Like other socialistic principles, it is beautiful in 
theory but a pitiful failure in practice. 

The reason for the failure of the limited form of single tax 
limited as adopted by Alberta is not hard to understand. If an 
uneducated Oregonian farmer like myself could discover the reasons 
for this failure is surely should be apparent to such profound stu- 
dents of economics as our single tax friends. 

In these little towns the land produces but little income. Most 
all of the income is produced from merchandise stocks and improve- 
ments on land. Even a farmer knows that if merchandise stocks 
and improvements on land produce much revenue they can afford 
to pay much taxes and if land produces little revenue it can af- 
ford to pay but little taxes. Even a farmer knows that when you 
come to exempt from taxation those classes of property which pro- 
duce the biggest income and place all the taxes upon that one class 
of property which produces the least income then something is going 
to pop. And, ladies and gentlemen, something popped in Alberta. 
You can take it from me that things were popping until they 
adopted a different system of taxation which relieved land from 
bearing all the burden of municipal public expense. 

Now, let's see what was the first immediate effect. First we 
find them putting up their assessed valuations higher and higher, in 
some cases placing them four or five times as high as the actual cash 
value of these lands. Next they reach out into the country and 
bring in the surrounding property and include it within the corporate 
limits of the various municipalities. Next we find that the land will 
not produce a sufficient revenue to pay the taxes and the taxes become 
delinquent and the land is confiscated by the state. Then we find 
that the municipal treasury is depleted. The city officers cannot be 
paid, no public improvements can be made, there is no fire protection 
and the municipal government is prostrated. Then we find them in 
the last stage changing their system of taxation and relieving land 
from bearing the whole of the burden of public expenditure. Now 
I do not wish to convey the impression that I found barefooted chil- 
dren upon the streets and babies crying for bread. The fact that 
I wish to bring out clearly is that so far as being a revenue pro- 
ducing system, single tax has absolutely failed in Alberta. 

The remarks which I have just made refer to the conditions 
as I found them in the small towns which are under the supervision 
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of the bureau of municipalities. Now, let us look at the conditions 
of the larger towns which have special charters. Edmonton has al- 
most a complete form of single tax for municipal purposes. It is a 
city of fifty-seven thousand inhabitants. I found that the land 
values there were $187,500,000. The land values of King County, 
including Seattle, are but $130,000,000. This shows that in order to 
raise their revenues it was necessary to place the land values at Ed-, 
monton at a figure far in excess of their true value. Think of it, 
a town of fifty-seven thousand population with assessed values of 
land of $187,500,000, while the assessed land values of all of King 
County are but $130,000,00. I found that the value of the land 
which this year is confiscated to the state for non-payment of taxes 
in Edmonton is $1,200,000. In all of King County the value of 
the land which reverts to the state this year through non-payment 
of taxes is less than $4,000. You understand I do not mean the 
value of land upon which the taxes have been permitted to become 
delinquent in either case. In both cases I refer to the value of the 
land which has reverted to the state because the five years period 
of redemption has expired. Do you realize what these figures mean? 
In Alberta a town of fifty-seven thousand people $1,200,000 worth 
of property is confiscated to the state this year, while in all of 
King County, including Seattle and the smaller towns around the 
bay, there is less than $4,000 worth of property going back for non- 
payment of taxes. 

In Calgary they have a milder form of single tax; there they 
tax personal property, that is, merchandise, stocks, etc., at sixty-six 
and two-thirds per cent of its value. They also tax improvements on 
land at 25 per cent of their value. Calgary is 50 per cent larger than 
Edmonton. We therefore would expect that the total of its land 
assessments would be 50 per cent greater than those of Edmonton. 
But are they.? No! They are less. They are but $120,000,000. 
That is $67,500,000 less than in their sister city of 50 per cent less 
population. And why.'' Simply because they have more kinds of 
property to tax. I also found in Calgary that less than one-third as 
much land had been confiscated to the state for non-payment of taxes. 
Therefore we find that the nearer we approach single tax the higher 
are the assessed valuations and the greater the amount of land which 
is confiscated to the state. I would like to go into this matter in 
detail and present some more conclusions but my time is up. 

E. T. Allen: I have been asked rather unexpectedly to marshal 



182 TAXATION IN WASHINGTON 

in orderly array the obvious answers to the single tax heresy. This 
is not a pleasing task for one of sympathetic nature, because in the 
first place single tax is not an argument but a faith. People be- 
lieve in single tax not because a thorough study of political econ- 
omy pro and con leaves them no other decision but because they 
have discovered a divine revelation which makes study of the other 
side irreverent. One hesitates to attack such a faith. In the second 
place, the answers are so many that the whole subject does not seem 
worth the time required to present them. 

In the time I have, however, I shall not ask you to listen to my 
own rhetoric but shall try to give a digest of the conclusions of all 
the world's best thinkers who have studied all sides of the question, 
not as single taxers or primarily as anti-single taxers but as unbiased 
political economists. 

The most ardent single taxer who declares that the product of 
his brain, hand, and industry is his own and consequently different 
from community-made values, owes his whole existence, is alive and 
heard today, only because society has given his wares a market. He 
and you and I each alike owe a debt to this society and should pay 
it as taxes according to our ability to pay. 

Single tax is unjust; it exempts the many forms of wealth which 
quite as much as land values are due to the existence of society. 
There is no such thing as individual production. All wealth is made 
by exploiting community-made conditions, including the needs and 
services of labor. There is no justice in singling out land and spar- 
ing other society-made values. All are thus made. 

Single tax is uneconomic. By confiscating land values it re- 
duces land to a mere instrument for temporary use. This means 
abuse of the soil because it is cultivated by those without enduring 
interest in its fertility; it means, also, lack of land reclamation and 
development. These mean less food to supply consumers and higher 
food prices — attacks upon the community's very subsistence. 

Single tax is dangerous. Aside from all its principles, it places 
the tax-gathering power — the most dangerous power in government — 
beyond the safeguard of common interest. With all classes but one 
exempted from any need of watching men or methods to prevent op- 
pression, extortion and extravagance, a most corrupt and powerful 
machine is certain to follow. 

Single tax is impracticable. It can not produce the required 
revenue. Whatever may appear from figures based on present land 
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values, its effect must reduce such values to a point where they 
cannot support the tax. The poorer and less developed the commu- 
nity, the quicker will its tax sources be destroyed. 

Single tax is ambiguous. It is incapable of the clear definition 
and understanding necessary to intelligent adoption or execution. It 
is based wholly on upsetting social conditions and bringing about 
new ones that cannot be accurately forecast. Instead of attempting 
to utilize the history of eight centuries of English-speaking people 
in tax reform, it attempts to bring about an untried situation and 
legislate for it in advance without experience. Naturally it cannot 
present any clear-cut working method. 

Single tax requires impossibilities. It purports to spare values 
due to the land owner's personal effort, but in practice this cannot 
be done. What assessor can measure the labor and expense in- 
volved in cultivating or improving any tract unless he knows its exact 
original condition and of every hour and cent spent upon it later? No 
two tracts, however alike now, represent identically the same effort. 

Single tax punishes the poor. The rich can evade its conse- 
quences, at least partially, for there are many alternative invest- 
ments. But the wage-earner whose sole hope of investment is in a 
home of his own, the farmer who knows no trade but using the land, 
the consumer whose food is to be curtailed in production and then 
subjected to speculators who can hold it without tax — these have no 
alternative. 

Single tax says to the little investor as well as to the big one, 
to the wage-earner who invests his savings in a home and to the 
settler who braves privations to acquire one: "You shall have no 
profit. Profit belongs to us." Will it also guarantee him against 
loss .'' 

Single tax is an abandoned device for tax reform. All pro- 
gressive countries are working toward taxing all wealth on the basis 
of its ability to pay. It is a proposal hundreds of years old, ex- 
ploded every time it has been studied seriously, and now kept alive 
chiefly by funds contributed by enemies of true tax reform. 

Single tax is seldom a home movement. The chief reason it is 
before most communities is that the eastern millionaire, Fels, and 
his associates have spent immense sums for hired writers, speakers 
and petition-carriers. No good movement ever depended on paid 
agitators. There is double cause to suspect agitation paid for by in- 
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terests with no stake in the community. There is treble cause when 
it seeks legislation to favor such interests at the expense of others. 
Single tax exempts Mr. Fels' business and big business generally. 

Single tax increases the farmer's and home owner's taxes. It 
destroys the value of their property. Both of these things, the last 
because of the first, are professed objects of single tax. Its breath 
of life is in attacking the morality of land ownership. It is by 
these things that it proposes to produce the millennium. 

Single tax arrays against the small land holder all the personal 
prejudices that can be fostered against the large land holder. We 
may feel more charitable toward the former, but he is bracketed by 
single tax in a class deserving punishment. He will not always 
escape. 

The tax-gathering power, if unjustly used, is the world's great- 
est instrument for corruption, oppression, and destruction of individ- 
uals and industries. What safeguard remains for the farmer or home 
owner when all other classes are arrayed against him, exempt and 
without interest unless to profit by extortion, extravagance and po- 
litical power? 

Single tax does not help the wage-earner. He pays practically 
nothing now upon his personal effects. It is his employer who will 
profit — the man who rides in automobiles and grows rich not by own- 
ing land but by exploiting the needs and services of labor. 

What the capitalist saves by single tax must be paid by land, 
passing the burden back to the wage-earner in the form of higher 
food prices. More than that, the speculator in cornered necessities 
of life paying no tax whUe holding them can wait till the consumer 
pays his price. 

Single tax exempts wealthy proprietors of great sawmills, fac- 
tories and department stores, idle inheritors of great fortunes, mid- 
dlemen, wholesalers who control the necessities of life, bankers and 
bondholders, liquor dealers and loan sharks, landlords of houses and 
tenements. Does this sound like a wage-earners' law? 

Single tax professes to punish the great land and timber owners. 
How? By taxing them heavily before conditions permit realizing 
anything on their investment, but after they get their millions al-- 
lowing full enjoyment without being taxed at all. 

Single tax says it seeks to confiscate rent, because rental values 
are community-made, and to exempt profits of individual effort. Ex- 
amine this theory from a common sense business standpoint and ask 
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ho-w it is to be done. There is no such sharp distinction between 
rent and profit for the assessor to recognize. They shade into each 
other. 

Rent may not endure, for land may lose as well as gain value. 
Though rent is chiefly due to growth of population, it is no more so 
than the value of any business, and the land holder without skill 
and eiGfort to serve the community is more apt to lose than gain. 

There are exceptions made much of by single tax writers, but 
it is a rule that returns from land are made by those who use their 
capital, earnings or labor, rather than keep it idle, and who develop 
the property at individual risk and expense, instead of waiting for 
others or for the community to do it. This is true of the farmer, 
the home builder, the developer of city additions, and the reclaimer 
of desert or swamp. There are plenty of failures also. 

Single tax denies these services and risks. At least it cannot 
measure them. In order to guarantee the community all profit which 
might otherwise go to an exceptional lucky idler, it is obliged to 
confiscate them along with community-contributed values. It does 
this to no other form of human effort. Nowhere else is the investor 
asked to take all the risk, pay all society's taxes, give up any profit 
to society, and yet be unreimbursed by society if the venture fails. 
If it is denied that single tax does this, ask how the assessor is to 
separate rent and profit. 

But here, and I ask you to mark it well, is the conclusive proof 
of the utter destructiveness of the single tax. Single tax will penal- 
ize the great middle class which constitutes society. While its ad- 
vocates may make much of the unearned increment and point out a 
few fortunes acquired thereby, the fact remains that land is only 
to a small extent owned by the rich. These prefer more rapid means 
of money making, means which wealth can control. Land is chiefly 
owned by the farmer and the ordinary citizen who invests in a home 
or in land as a safe form of applying his earnings. It is the ruling 
passion of our people to own a home and, more than this, to invest 
their savings in something which is safely beyond the manipula- 
tions of their financial masters. They fear stocks, bonds, railroads, 
mines and the like. They prefer security for old age or for their 
widows and children to be in the form of land and they save for this 
purpose. It is our national inducement to thrift. Consequently it 
is this majority middle class, not the rich speculator, which will 
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have its all wiped out by any plan which reduces land values — a 
fatal blow to national prosperity. 

Mr. Siegfried: I wish to ask Mr. Allen a question. With re- 
spect to the operation of the limited single tax in Alberta and Cal- 
gary, these are matters that are rather difficult to determine, but Mr. 
Allen made a statement, the most important statement made here, if 
true, and I want to find out if it is true or if he understands it differ- 
ently than I do. He said that the proprietorship of land, the bulk of 
it, rested with the middle class in the United States, and that the peo- 
ple of this class are the bulwarks of the government and their inter- 
ests are our interests. Isn't that correct? That is your idea? 

Mr. Allen: I think that is correctly stated. 

Mr. Siegfried: The question I want to ask is this. First: You 
have in your hands a little plat of £ing County, Washington, that 
shows that at least 40 per cent of the area belongs to six corpora- 
tions. Second: In Seattle we have land values amounting to $280,- 
000,000. Ninety-two acres out of the almost ninety square miles, 
that is, about one five hundredth part of the city is worth $75,000,000, 
out of a total of $280,000,000; and that ninety-two acres is owned 
by less than three hundred people. Third: In New York City, 
where more than five million people live and work less than one 
hundred and twenty-five thousand own the land. Now, I just want 
to ask Mr. Allen how he reconciles the facts — and they are facts of 
public record — with the statement that the middle class are those 
chiefly interested in the private ownership of land. 

Mr. Allen: I should like to make this answer. While I have 
not prepared, as I said in the beginning, to argue with the city cases, 
conditions in Seattle, or in Alberta, or anywhere else, and only 
attempted to state the case against the single tax as I have gathered 
it from a study of political economy, what I wanted to say and did 
say was that the evidence is that the majority of landowners 
are small, and not rich people. I am not prepared to answer a ques- 
tion concerning any restricted district such as Seattle or New York 
or any other city, because I believe it would be perfectly easy to 
multiply such instances all day. But I was speaking of single tax in 
general, and particularly with reference to extension to outside mu- 
nicipalities, to forests and farms, which is the point in which I am 
chiefly interested, and I believe it to be absolutely true that taking 
the United States as a whole, taking larger portions of the State 
of Washington for example than were taken by Mr. Siegfried, that 
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my statement is true, that land is chiefly owned by small people 
in the United States, and that is probably so in any state, although 
I am not positive in saying so. Does that answer the question? 

Will Atkinson: The news of the death of Mark Twain was a 
kind of a personal grief to me, but that anguish has come back to 
me in listening to Mr. Shields' and Mr. Allen's discussion of this 
wonderful, fire-breathing dragon that they have evolved out of their 
imagination. No one that I know of short of Mark Twain could do 
justice to the animal they have created, which appears to bear no 
resemblance to any animal in the heavens above or on the earth or 
below it. In order to get the discussion back upon the earth, in 
order that we may understand distinctly what the single tax is, I 
would like to read a discussion from a book written by Henry 
George more than twenty years ago, in which he says : 

"We do not propose to assert equal rights to land by 
keeping land common, letting anyone use part of it at any 
time. We do not propose the task, impossible in the pres- 
ent state of society, of dividing land in equal shares; still 
less the yet more impossible task of keeping it so divided. 

"We propose, leaving land in the private possession of 
individuals, with full liberty on their part to give, sell, or 
bequeath it, simply to levy on it for public uses a tax that 
shall equal the annual value of the land itself, irrespective 
of the use made of it or the improvements on it. And since 
this would provide amply for the need of public revenues, 
we would accompany this tax on land values with the repeal 
of all taxes now levied on the products and processes of in- 
dustry — which taxes, since they take from the earnings of 
labor, we hold to be infringements of the right of property. 
This we propose, not as a cunning device of human ingenuity 
but as a conforming of human regulations to the will of 
God. 

"No sooner does the state arise than, as we all know, it 
needs revenues. This need for revenues is small at first, 
while population is sparse, industry rude, and the func- 
tions of the state few and simple. But with growth of pop- 
ulation and advance of civilization the functions of the state 
increase and larger and larger revenues are needed. Now 
the raising of public revenues must accord with the moral 
law. 

"Hence: It must not take from individuals what right- 
fully belongs to individuals. It must not give some an ad- 
vantage over others, as by increasing the prices of what 
some have to sell and others must buy. It must not lead 
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men into temptation, by requiring trivial oaths, by making it 
profitable to lie, to swear falsely, to bribe or to take bribes. 
It must not confuse the distinctions of right and wrong, and 
weaken the sanctions of religion and the state by creat- 
ing crimes that are not sins, and punishing men for doing 
what in itself they had an undoubted right to do. It must 
not repress industry. It must not check commerce. It 
must not punish thrift. It must offer no impediment to the 
largest production and the fairest division of wealth. 

"Consider the taxes on the process and products of in- 
dustry by which through the civilized world public revenues 
are collected — ^the monstrous customs duties that hamper in- 
tercourse between so-called Christian states; the taxes on 
occupations, on earnings, on investments, on the building 
of houses, on the cultivation of fields, on industry and thrift 
in all forms. All these taxes violate the moral law. They 
take by force what belongs to the individual alone; they 
give to the unscrupulous an advantage over the scrupulous; 
they have the effect, nay are largely intended, to increase 
the price of what some have to sell and others must buy; 
they corrupt government; they make oaths a mockery; they 
shackle commerce; they fine industry and thrift; they lessen 
the wealth that men might enjoy, and enrich some by im- 
poverishing others." 

Mr. Shields: Well, he just read from Henry George, so I am 
going to come back at him with Henry George. Henry George, I 
believe, was a truthful man. If he erred he was only human. On 
page 326, "Progress and Poverty," in speaking of conditions, he 
says: 

"We have examined all the remedies, short of the aboli- 
tion of private property in land, which are currently relied 
on or proposed for the relief of poverty and the better dis- 
tribution of wealth, and have found them all inefficacious 
and impracticable. There is but one way to remove an evil — 
and that is, to remove its cause. * * * This, then, is the 
remedy for the unjust and unequal distribution of wealth 
apparent in modern civilization, and for all the evils which 
flow from it. We must make land common property." 

On page 360 he shows, without any question, how far the single 
tax movement would go to take from individuals their land without 
compensation : 

"By the time the people of any country as England or 
the United States are sufficiently aroused to the injustice 
and disadvantages of individual ownership of land to induce 
them to attempt its nationalization, they wiU be sufficiently 
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aroused to nationalize it in a much more direct and easy 
way than by purchase. They will not trouble themselves 
about compensating the proprietors of land. * * * Nor is it 
right that there should be any concern about the proprietors 
of land." 

This is certainly a very bold statement to be made by a man^ a 
political economist, who pretends to have the best interests of the 
people and nation at heart. I do not question his intentions, however. 
I simply call your attention to the fact that he reasons from false 
premises; that he ignores the fundamental principle of government; 
that he disregards the moral obligation that the people have with 
the government and the government with the people. He seems to 
have not yet discovered that morality, justice, stability in laws an^ 
institutions are absolutely necessary, in fact are the corner-stones on 
which good government must rest. 

It is often said by the single taxers that this is a moral question. 
I heartily agree with them in this respect. Certainly it is a moral 
question, and we consider it very immoral indeed to take from an in- 
dividual property of any kind whatsoever without giving compensation 
therefor. I would like to discuss at some length the right of the gov- 
ernment to confiscate land values without compensation, but time 
will not permit. 

On page 401, Mr. George further gives vent to his feelings as 
regards private ownership of land. He says : 

"We have weighed every objection and seen that neither 
on the ground of equity nor expediency is there anything 
to deter from making land common property by confiscating 
rent. But a question of methods remains. How shall we 
do it? We should satisfy the law of justice. We should 
meet all economic requirements by at one stroke abolishing 
all private titles, declaring all land public property and let- 
ting it out to the highest bidders in lots to suit, under such 
conditions as would sacredly guard the private right to im- 
provements." 

That is the end of it, that is the ultimate, that is all the so- 
called virtue there is in single tax. Imagine, if you please, anything 
that is left for the individual. 

Robert E. Smith: I should like to speak to you on the question 
of farm taxation, but this cannot be done in five minutes. In the 
remarks which I made to you a few moments ago I said there were 
three features which had at one time appealed to me as beneficial in 
the single tax system as applied to the city. First it encourages 
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building, second it does not penalize industry and third it discour- 
ages speculation on land. It would take an hour to explain all of 
these but I will just touch the high spots briefly. Shortly after 
arriving in Alberta I made up my mind conclusively that the re- 
moving of taxes on improvements had but very little if anything to do 
with the stimulation of building. What really governs the amount 
of improvements which can be built in any town is the use for these 
improvements. It is dependent upon the number of people there are 
to use these improvements. We have at hand the old reliable rule 
of supply and demand. The number of "For Rent" signs in a city 
is a real thermometer. If there are a large number of vacant 
dwellings in a town one is not inclined to put up more dwellings. 
If there are a lot of vacant store rooms no one is going to build more 
store buildings. If there are so many hotels that they are only half 
filled with guests no one is going to build more hotels. 

It must be clear to everyone that it is the factor of average unit 
of floor space for each inhabitant that governs the amount of build- 
ings, or to explain it differently, the law of supply and demand. 
Religion, politics or the taxing system has nothing to do with it. 

This needs no further elaboration on my part. Secondly, as to 
the penalizing of industry and the placing of a premium on specu- 
lation, that is the phase of the present system which always seemed 
unjust to me and is the real reason which led me to entertain seriously 
a single tax as a remedy for some of the many inequalities which 
exist in the administration of the general property tax as now ad- 
ministered in the cities. It is the most fallacious of all arguments 
in favor of single tax, but it was not until I interviewed C. H. Mc- 
Vetty, the leader of organized labor in Vancouver, that I was put 
on the right track. He is very much opposed to single tax as ad- 
ministered in British Columbia, and in order to get his views I took 
the single tax side of the argument in my conversation with him. I 
told him I could see no justice in permitting the enterprising citizens 
of the town to put up their good money for building purposes and 
take all the chances and let the fellow who will not improve his prop- 
erty reap the benefit of their enterprise. He replied that the con- 
struction of improvements in a city did not enhance the value of the 
unimproved property but lowered it in value. I replied, "Well, per- 
haps you can go ahead and show me that this is true theoretically 
but I have seen the reverse work out too often to be convinced by 
your arguments. We all know that if you and I owned two adjoin- 
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ing pieces of land and if you erect a twenty-story building on your 
land the value of my land is increased." "All right," he said, "now 
let us get down to basic principles. All that you can use land for 
in the city is for building sites. The value of these building sites 
is governed by the law of supply and demand. When you have 
used up the demand for the building sites then the remaining build- 
ing sites must decrease in price. Where you get off wrong is that 
you consider only the effect that it has on the property immediately 
surrounding the improved property and you give no consideration 
to the value of land elsewhere in the city. The trouble with you is 
that you do not go to the bottom of the matter. True it is that a 
twenty-story building will enhance the value of the property im- 
mediately surrounding it and why? Simply because the people in 
order to get to this twenty-story building are walking in front of 
the surrounding property. But remember this, when the people 
are walking in front of the vacant land to get to the twenty-story 
building they are not walking somewhere else. And because they are 
not walking in front of the other property as they did before, then 
the value of that property must decrease relatively. The value of 
the land immediately surrounding the new improvement goes up but 
there must be exact relative decrease in other land values elsewhere. 
The total values of any city are determined by the number of inhab- 
itants of that city. New improvements will change the course of 
travel and will shift property values from one side of the city to the 
other side of the city or from one side of a block to the other side 
of the block but new buildings will not create additional land values 
in a town." 

I am sorry that I have not su£Scient time allotted me to explain 
this matter more in detail and bring to your attention more concrete 
examples, but I am sure that the fallacy of the theory of increasing 
land values through improvements is plain to anyone who will give 
the matter a moment's consideration. 

Now as to the third question, the expediency of adopting single 
tax as an instrument for the discouraging of speculation in vacant 
city lots. First I wish to make a general statement — if we destroy 
speculation in land then the man who occupies and uses the land 
must pay all the taxes. This is ipso facto or as a farmer would say 
as plain as the nose on your face. I would like to elaborate on this 
principle but the five minutes allotted to me will not permit, as there 
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is another phase of the question which I wish to advance. If I may 
have access to the blackboard^ I will attempt to illustrate my remarks. 
This diagram represents a city. It is an old, well established 
city and is neither overbuilt nor underbuilt. There are just enough 
improvements to properly accommodate the inhabitants and busi- 
ness of the city. The amount of floor space per person for each class 




of buildings is exactly correct. It is an old established town like 
many of our eastern cities. The law of supply and demand has had 
an opportunity of properly regulating and adjusting the amount of 
buildings. There are just enough improvements to properly care 
for the inhabitants of the city. In this city there are 169 square 
blocks but if the town was built up solid it would require only 121 
square blocks. The outside tier of blocks would not be necessary. 
Block 85 is the center of town. It is worth $1,000,000, as is also 
the block adjoining it. Blocks 71, 72, 73, 84, 86, 97, 98, and 99 are 
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worth $500,000 each. The next adjoining tier is worth $300,000 
each and so on until you get to the outside tier. Its blocks are worth 
$50,000 each. Now keep in mind that only 121 blocks of improve- 
ments are necessary to house the people and business of the city. But 
blocks No. 44, 48, 56, 60, 73, 87, 97, 100, 101, 112 and 121 (twelve 
blocks in all) are not improved; therefore twelve blocks on the out- 
side of the tier have been used for building sites. Now comes the 
question, where had we better have the vacant blocks, on the outside 
or the inside of the city? Shall we have a city of green lawns and 
parks or shall we have conditions like those in Hongkong.'' Shall the 
boys play ball in the streets or on vacant lots? Why, last night 
I noticed right here in Seattle a vacant lot in the very center of town 
which the Y. M. C. A. is using as an athletic park. A lot of young 
men were playing ball there. Is it not better that these young men 
who have been cooped up in an office all day should be outside build- 
ing themselves up by healthy exercise instead of leaning over a bar 
imbibing the festive high ball? From a sentimental standpoint there 
is but one answer: Give us a roomy city, give us some breathing 
space, give us some vacant property inside of the city. 

But how about the financial side? How about the economic as- 
pect? Let us refer again to the diagram. The combined values of 
blocks 44, 48, 56, 58, 60, 73, 87, 97, 100, 101, 110 and 112 (the 
vacant blocks inside of the city) is $4,600,000. The value of the 
twelve blocks on the outside tier which have been improved is only 
$50,000 each, or $600,000, total. The difference between the two 
is $4,000,000. In other words, the assessed value of the vacant prop- 
erty is $4,000,000 more because it is inside of the city than it would 
be if it were outside of the city. The location of this vacant prop- 
erty has added $4,000,000 to the assessment role. This four million 
dollar valuation on a thirty mill levy is $120,000 annually. Therefore, 
because your town is spread out, because you have green lawns and 
breathing room, because you have play grounds for the boys and girls, 
because you are permitted to live like white folks instead of like 
the heathen Chinee, the owner of the vacant city property who is 
making all this possible is paying $120,000 every year for the priv- 
ilege of being philanthropic. The vacant property of the city is 
paying $120,000 more each year because it is inside of the city than 
it would be paying if the city were built up solid and the vacant 
property were on the outside. And remember this, there is only so 
much money to be raised and this $120,000 excess which is paid an- 
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nually by the owners of the vacant property goes to reduce the taxes 
of the fellow who has improved his property. In closing I wish to 
repeat the statement which I made before. If you discourage spec- 
ulation in land then the man who uses and occupies land must pay 
all the taxes. I hope my point is clear to everyone. 

Mr. Erickson: Mr. Shields directed a question to me, and I 
think it is only fair that I should answer it. He wanted to know 
how it would be possible to collect ground rents and conduct business 
in a city, the theory being that after we apply the single tax no one 
will want to use land, and it will pass out of use. I just ask you to 
go down-town here and take a look at the property that this uni- 
versity owns. If you want to see an illustration of what the single 
tax wiU. do just take a look at that. There the state is collecting 
ground rents from the Metropolitan Building Company. Now, is 
there anything difficult about that? I would like to ask Dean Condon 
if the state has had any difficulty in collecting ground rent. 

Dean Condon: We do not have anything to do with that, I am 
sorry to say. It goes to the state. 

Mr. Erickson: I never heard that they failed to collect it. That 
property was retained by the state instead of letting it go into the 
hands of private individuals, and therefore we are collecting ground 
rent. But that does not prevent the lessees from making improve- 
ments. The Metropolitan buildings are the best buildings in this 
city without exception. There is a case for you. I do not ask you to 
take my word. Simply take a look at the Metropolitan buildings on 
that property and you will see the single tax in operation, and see 
whether it deters industry. Does it take away from the people who 
put into those buildings their earnings and labor? Certainly not, but 
all they get down there is the fruit of their labor or investment. But 
they do not get the ground rent; the state gets it. 

Now, to discuss just a moment the fundamental principle that is 
involved in the single tax, and to which these people are taking so 
much exception, I am going to use an illustration that came under 
my own observation. A friend of mine in Minneapolis bought a 
piece of ground for $40,000. Within thirty days he sold one-half 
of that piece of ground for $40,000, and he had the better half of 
it left. What was that $40,000 that he got? He did not put one 
brick on top of another. What was it? It was an order on that 
community for $40,000 worth of labor. And what did he give in re- 
turn for that order? Not one single thing. That is the trouble with 
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the present land system. Yon people here who are laboring, who per- 
form some useful occupation in the world, can you not see that when 
a person of that kind gets an order on this community for $40,000 
and does not give anything in return, that you must give him some- 
thing for nothing, that you are losing a part of the labor that you 
perform? That is what is involved in this single tax. Under single 
tax the owners of land will be unable to take from the investors of 
the community and those who perform the world's work, a large share 
of the fruit of their labors without giving anything in return. 

We single taxers want to put a stop to that. We want to bring 
about such conditions that when a man performs a day's labor no 
man shall take it away from him without giving him something in 
return. When you take ground rent for public use, you are accom- 
plishing that object. I take it, there is no one here who will have 
the effrontery to say that land values are created by the individuals 
who own the land. If that were true in the city of New York, where 
less than five per cent of the people own land, land values would 
have been created by that five per cent. I do not fancy that anyone 
would make such a claim. 

That is the nubbin of this question. Single taxers are interest- 
ed in seeing that those who work in this world shall have the fruits 
of their labor; that the natural resources of the earth which lie all 
about us and are locked up by these individuals, and for which we 
must pay tribute if we would use them, shall be thrown open, to the 
world, to every man, woman and child upon equal terms. That is 
what we want. 
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My paper is listed on the program under the title of "The Es- 
sential Conditions of Tax Reform." It might more suitably be en- 
titled "Some Platitudes Concerning Tax Eeform." I have been 
studying taxation from books for twenty years and for fourteen years 
I have been connected, practically continuously, with the adminis- 
tration of tax laws; yet at the end of this experience I emerge with 
conclusions that must impress you as surprisingly commonplace. They 
represent, nevertheless, the best that is in me. I could not be guilty 
of the discourtesy of coming from Wisconsin to Washington to voice' 
the platitudes that arise from lack of preparation or superficial 
thinking. The larger truths about tax reform are commonplace 
truths. The simple, homely, primary aspects of taxation are more 
vital than its occult and abtruse phases. If you would really ac- 
complish tax reform and not merely talk about it, begin at the be- 
ginning. First things first. I have no riper wisdom than this to 
impart. 

I. 

First of all, is tax reform possible, is it worth while? I have no 
hesitation in saying that it is possible and worth while on just one 
condition, without which it is foolish to spend ourselves in the effort 
to equalize and rationalize taxes. Unless that condition be fulfilled, 
the only rational policy is that of the pickpocket, who seeks to relieve 
his victim of as much cash as possible with a minimum of publicity, 
discussion and nervous wear and tear. 

That indispensable condition is the unceasing education of the 
taxpayer. The average taxpayer today feels, but he does not think. 
He is touched to the heart — or the pocketbook — ^by his tax biU; but 
he jams it so close to his eyes and the figures look so big, that he 
cannot see beyond it. He will not look for the truth; it must be 
brought home to him by unceasing effort. He will not see broadly 
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unless some one tears the scales from his eyes. His actions and 
reactions interpreted rationally mean just one thing: That the best 
tax is no tax; and if you ask him he is not unlikely to say, "The 
only practical tax reform is tax repeal." 

This is at least intelligible and those who put into law the 
mandates of the electorate could carry out this program with com- 
parative ease. But if we should undertake to bank the fires of govern- 
ment and dismantle the plant, there would be a revolution. The in- 
stinctive actions of its taxpayer, as I say, have only one meaning — 
abolish taxes. But at the very next election he votes for a repre- 
sentative who wiU. inevitably increase his taxes. 

We must educate the taxpayer. Unless he can be made to see 
past that tax bUl, he is certain, in a moment of irritated frenzy, to 
rise up and slay us. He is likely to do so anyway and one of the 
absolute essentials of tax reform, I may say by way of digression, 
is tax officials who are ready and willing to go to their official execu- 
tion with smiles on their lips. Of tax gatherers it may be said that 
the better they are the more certain they are to die young. In the 
minds of the taxpayer the only good tax gatherer is a dead one, and 
that aphorism has a double entendre upon which the tax reformer may 
well ponder. 

These things I say with all seriousness. We cannot have tax 
laws and tax machinery better than our people understand or want; 
and it is foolish to lift laws or machinery over their heads. They 
must be taught to see, taught to be dissatisfied with what they have, 
taught to demand something better, or they wiU repeal the best law 
and smash the best machine ever devised. Education, earnest, unre- 
mitting, concrete, practical, local — education in the simple essentials 
which, thank God, do not call for experts or authorities or titled out- 
siders, but for just a little vision beyond the ends of our noses — is 
the first indispensable, bed-rock condition of tax reform. If you do 
not have it your laws and your administration will crumble, and the 
better they are the more likely in many instances they are to crumble. 

The very best taxation reports I know in this country have 
failed to get results. The Wells (New York) report of the early 
seventies; the Ely report (Maryland) of the eighties; the Virginia 
report by Freeman; the Kentucky report by Plehn; have fallen on 
stony ground and by the time their truths filter down to the people, 
conditions will have so changed that the gap between actual practice 
and sound reform will be as wide as ever. Go to the people first. 



198 TAXATION IN WASHINGTON 

Put your strength into the dissemination of the truths we have rather 
than into the solution of the grave and difficult problems which ha- 
rass the learned specialist. 

My statements at this point are, of coarse, exaggerated, but it 
is still true that beside this work of education all other aspects of 
tax reform are as dust in the balance. Educate your electorate. They 
will make your tax system or break it. It can be just as good as 
they want it to be. Make them want the best. There is no hocus 
pocus by which you can permanently foist the best upon them. 

II. 

A word should be said about the character of this education. It 
must be conducted in a spirit of real humility, with a profound 
and passionate conviction that something infinitely bigger and deeper 
than mere dollars and cents is at stake. It must deal with homely, 
concrete facts, in particular localities, and preferably with admin- 
istrative conditions. Take care of the pence and the pounds wUl take 
care of themselves. Break through the surface inertia and indifEer- 
ence which make this problem so infinitely discouraging, show people 
how the tax laws which they have are working in their own neigh- 
borhood, and the tax laws will take care of themselves. 

The profoundest treatise, the most learned disquisition on taxes 
I know anything about, is a single table showing the effect of care- 
less assessment work in two Wisconsin counties. It relates to per- 
sonal property and shows the ratio of assessed to true value for dif- 
ferent classes of taxpayers. It shows that retired farmers paid on 
75 per cent of the true value, whUe manufacturers paid on only 23 
per cent. It shows that the personal property of taxpayers worth 
less than $1,000 was assessed at 60 per cent of true value, whereas 
the personal property of taxpayers worth more than $500,000 was 
assessed at only 17 per cent of its true value. It drives home the 
vital truth that careless assessment work is never merely careless 
but inevitably degenerates into class legislation of the most vicious 
kind. The assessor who does not know his business, who is not 
given enough time or salary properly to administer his important 
trust, will almost certainly penalize some classes of his constituents 
in order to present an illicit bounty to other classes. Beside the work 
of the local assessor all other parts of the tax system are to my 
mind relatively unimportant. Good laws with poor assessors are 
useless. Bad laws with good assessors will work their own repeal. 
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The best way to secure the repeal of a bad law is to enforce it. The 
best educator obtainable is an honest, efficient tax assessor, on the 
job all the time, intelligently, tactfully, fearlessly enforcing tax laws 
as they are written. 

I have said that education must be conducted in a spirit of 
humility and must begin with homely, local facts, preferably admin- 
istrative conditions. 

The reason for this is, first; that the people are blind to the 
obvious facts, while about the more difficult problems there is as yet 
no consensus of opinion. Some people know more about taxation 
than others, but nobody knows very much. Take your recognized 
experts or authorities in this country, and you will find them very 
much divided on such fundamental questions as the taxation of mon- 
eys and credits, state income taxes, single tax, the separation of state 
and local revenues, classification and the abolition of constitutional 
provisions requiring uniformity and equality. This may be an un- 
palatable truth, but it is nevertheless the truth and it should make 
those who essay the work of education humble. They must educate 
themselves as they educate their public. They should keep close 
to the groimd; close to the demonstrable facts; close to the actual 
administration of taxes at particular times and places. 

I have said that the experts disagree. They do. But it is a 
pleasant fact to record that they disagree less than laymen; they 
disagree less in practice than in theory; they disagree practically not 
at all about certain fundamental administrative necessities, which are, 
to my mind, the most important aspects of tax reform. On these 
points not only the experts agree but practically all sensible people 
agree who take time to think. 

Let me illustrate. The American people insist upon passing 
difficult, direct ad valorem tax laws. The appraisal or valuation of 
property, even of real estate, is a disagreeable difficult task, calling 
for wide knowledge of facts, considerable knowledge of law, great 
tact and unremitting industry. Either we must repeal these laws or 
pay adequate salaries to high-grade men and keep them in office 
long enough to learn the law, the property in their districts and the 
special conditions which affect its value. Rational people cannot 
differ about this conclusion. At present, however, we do not select 
competent men as assessors, we do not pay them adequate salaries, 
we do not give them enough time, we do not protect them or reward 
them for good work; in short, we direct them to do certain difficult 
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things and then stupidly refuse the ways and means by which only 
this work can be accomplished. What this situation calls for is not 
experts or erudition but a revival, an awakening from indifference, a 
simple recrudescence of common-sense. 

This awakening will not come, in my opinion, untU. the discus- 
sion of taxation and the education of the taxpayer is lifted above the 
level of class interest and mere dollars and cents. If that is all there 
is to it, we are ripe for class consciousness and a battle of the in- 
terests, for organized greed, for the leadership of the demagogue, 
and for class legislation up to the limit allowed by the lenient su- 
preme court of the United States. If that is all there is to it, let 
us divide ourselves into little predatory bands, rid ourselves of as 
much of the tax burden as possible and push as much as possible 
over on the stranger, the non-resident and the politically helpless. 

But there is more to it. Taxation is the acid test of democracy, 
of its fundamental vitality and fundamental honesty. You know, and 
every observant taxpayer knows, that our tax system is literally 
founded on under-assessment. Evasion and in a strict construction of 
the law, perjury, have come to be, not incidents, but inseparable ac- 
companiments of American taxation. In our tax laws we take the 
trouble to be neither just, nor consistent, nor practicable, and we 
hand this botch-work over to be administered by men — we should do 
no better in their places — who cannot enforce the law, who will not 
enforce the law, and who nevertheless must swear that they have 
enforced the law. I am not deeply interested, I confess, in John 
Doe's petty complaint that Richard Roe has evaded his fair share of 
the tax burden. But I am profoundly interested in democracy's 
failure efficiently to perform the most fundamental task of govern- 
ment. I firmly believe that if we fail to govern ourselves efficiently, 
we must in the end cease to govern ourselves at all. 

I am anxious to seem neither strained nor hysterical. But if in 
our laws we insist upon attempting the impossible, if we are care- 
lessly indifferent both to logic and nice considerations of equity, if 
in turn we silence the protests which these laws call forth by sys- 
tematic under-valuation and by winking at evasion, is it not simple 
truth to describe the system as one huge conspiracy in which democ- 
racy corrupts and is in turn corrupted by its own officials ? You know 
that the average assessor gets along by doling out rebates. It is 
true that A frequently gets only half the rake-off which B and others 
like B receive, and that A accordingly is paying twice as much as B. 
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But 4- does not Ipiow it.. Eyery taxpayer is at once ^ victim and a 
beneficiary, and reform is blocked becausje no man knows whetber 
he gains in the latter more th^n he loses in the former capacity. We 
trumpet ow itrrongs to the four w^inds of heaven; but try tp silence 
the similar protest of our neighbor by convicting him of the s«:me 
petty graft of which we are habitually guilty and blissfully forgetfuL 
We who laugh at the law refuse to help our neighbor because he 
has failed to comply with its letter. So by individual acquiescence 
in inejfficiency and lawbreaking, we are collectively rendered help- 
less. 

I know that the above is not a true picture of conditions at 
their best. In the State of Wisconsin at the present time property 
on the average is assessed at 81 per cent of true value^ and there 
are hundreds of communities in the state in which there is an earnest, 
vigorous, fair assessment. But this has been so for only a few 
years, and as far as my observation goes the picture :wbich I have 
painted above is a true picture of the average assessment district 
of the average American state. This condition continues only be- 
cause our people are not thinking about taxation except so far as the 
size of their own tax bills is concerned. That kind of thinking or 
feeling merely aggravates; it cannot improve the situation. The peo- 
ple must be made to see that this is a crucial problem in political 
equity and political efficiency. The discussion must be elevated above 
the plane of dollars and cents or it will complicate and not cilarify 
the tax problem. 

III. 

To educate we must have facts. The kind of facts that tell, 
that leave a dent on the voters' consciousness, are not easy to secure, 
or at least they require time and industry to secure and .^ollate.. It 
is a laborious thing to ascertain just how a tax systeni is working, 
what classes are being penalized and what classes assisted by infor- 
mal bounty. We must investigate as well as educate. More, some 
organization must be paid to do this work. The average citiz^ can- 
not and wUl not do it. It is the supreme work of the state tax com- 
mission. 

J need not dwell on this point. A strong tax commission is 
recognized by every authority as an indispensable part of the suc- 
cessful tax system. There is no disagreement among the experts on 
this point. What I wish to drive home is the fact that the most vital 
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work of such a commission is to gather the bed-rock facts and un- 
ceasingly disseminate these facts among the people^ You can trust 
both the fairness and honesty and common-sense of the people if 
they are compelled by facts to think. A state tax commission needs 
for its justification no other work than this. It can do no other 
work so useful. It will neglect this work at its peril. 

IV. 

The authorities, it has been said, are agreed on the necessity 
for a strong tax commission. The reason is obvious. Our tax sys- 
tem has been in the past excessively decentralized. We have 
had something perilously approaching local anarchy. We need a 
state tax commission to assess large corporate properties transacting 
business in more than one assessment district, to value railroads and 
other state-wide industries, to make the state equalization, to impress 
upon assessors uniform interpretation and administration of the law. 

More centralization is needed because many of our problems 
are state-wide and can be solved only by a state agency. More cen- 
tralization is needed because a single administrative body at the state 
capitol can at a relatively low cost perform services, the expense of 
which would be prohibitive if each local district undertook to per- 
form such service for itself. A state tax commission represents a 
central reserve of expert aid; working for the entire state it can 
afford to employ the necessary talent. 

We need the state tax commission for another purpose, however. 
At the present time in most states no real remedy exists for tax dis- 
crimination. The courts offer no practical remedy; local or county 
boards of review offer no real remedy. 

Let me illustrate: Suppose an assessor, working imder a law 
which calls for full value assessment, is actually assessing money at 
5 per cent of actual value ; manufacturing plants at 40 per cent ; mer- 
chants' stocks at 50 per cent; farms at 60 per cent; improved city 
property at 70 per cent and bank stock at 90 per cent Suppose 
all the property in the district is assessed on the average at 60 per 
cent. Something like this is true in the average assessment district. 

Suppose under those circumstances the owner of bank stock and 
a city home, both of which are seriously over-taxed, goes to court 
with his grievance. In some jurisdictions the court will ask only 
one question: "Is your property assessed more than the law re- 
quires?" It obviously is not and the case dies here. In other juris- 
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dictions the complainant will be required to produce overwhelming 
proof to the effect that other property has been deliberately and 
uniformly assessed more than his own — an amount and kind of proof 
which the ordinary taxpayer finds it too expensive to secure. Er- 
rors in procedure will be quickly corrected by the courts. But dis- 
criminative assessment cannot be corrected by ordinary courts as 
its existence in almost every state proves. Neither will it be cor- 
rected by the ordinary board of review, assuming that our suppositi- 
tious taxpayer goes before the board of review. He cannot prove 
that plants have been assessed at 40 per cent and merchants' stocks 
at 50 per cent. To get such facts is beyond the power of the average 
man. Moreover the board of review is not unlikely to have instructed 
the assessor quietly to assess manufacturing plants and merchants' 
stocks in just this way. 

There is at present no effective tribunal for the redress of such 
wrongs. The state tax commission should be made such a tribunal, 
because it has the facts — or ought to have them — because it is disin- 
terested and not iiivolved in local disputes, because acting for the 
whole state it can do this work much more cheaply than a multiplicity 
of local bodies, and finally because this work or power can be made 
the most effective instrument for tax reform anywhere procurable. 
In other words, the tax commission should be given the power to 
order and make reassessments. The power to rectify tax discrimina- 
tion and make reassessments has done more in Wisconsin to remedy 
old wrongs than any other one thing. 

We must beware, however, of the danger of over-centralization. 
The feeling for local autonomy is based upon generations of polit- 
ical experience and must not lightly be disregarded. There are 
things which local officials can do far better than state boards. They 
should not only be permitted but should actively be encouraged to do 
these things. Some problems are inherently state-wide. For the 
solution of such problems there must be state boards or officials. Other 
problems are essentially local and from interference in these the 
state should carefully abstain. In order to preserve the proper bal- 
ance in Wisconsin, we have introduced a home-rule amendment, which 
has already passed one session of the legislature and which will, if 
approved by another session of the legislature and then ratified by 
popular vote, authorize counties, towns, cities and villages to exempt 
for purposes of local taxation certain designated classes of property. 
The precise language of the amendment is as follows: 
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"The legislature shall have power to authorize coun- 
ties, towns, cities and villages by vote of the electors therein 
to exempt from taxation in whole or in part designated 
classes of property ; but the value of such property exempted 
by any county shall be included in the assessment and equali- 
zation for state purposes, and the value of such property ex- 
empted by any town, city or village, shall be included in the 
assessment and equalization for state and county taxes." 

The Wisconsin amendment proposes a new kind of local option. 
The old kind made the mistake of empowering small local districts 
to decide what property should be assessed for county and state 
taxation. The state ought to insist that it shall fix the conditions 
of state taxation. But it should be recognized at the same time 
that the local districts are entitled to a large amount of power and 
discretion. We must not emasculate the ordinary local community. 
It is impossible in the first place and it ought to be impossible. 

The amendment proposed in Wisconsin provides that, within 
limits, designated by the legislature, the town, city or village shall 
determine what property may be exempted from local taxation. A 
city would have power, for instance, to authorize some little exemp- 
tion of buildings, or make some allowance to manufacturing plants. 
The same power is given to the county with respect to county taxa- 
tion. It is useless, I think, to point out that this kind of local option 
involves some little administrative trouble or readjustment. Of course, 
it does. But it has to come whether we like it or not. It is not a 
question of whether we are going to have local option or not; the 
question is what kind of local option are we going to have, and how 
soon, and whether buttressed by that amount of centralization which, 
equally with local freedom, the facts and necessities of the situation 
imperatively demand. 



In the last few paragraphs we have unconsciously been discuss- 
ing another essential! condition of a good tax system, namely, elas- 
ticity, adaptability, freedom to adjust itself to different conditions 
in different parts of the state, freedom to adjust itself to new social 
and industrial conditions as they arise. 

It is obvious that no such condition can exist if the constitution 
imposes upon the whole tax system a straight- jacket which demands 
absolute uniformity and equality. I wish I could say that the au- 
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thorities agree in the necessity for the total abolition of constitutional 
restraints of this kind. They do not agree. But they do agree aibmii 
the necessity of moving in that direction. The experts disagree only 
about degrees, not about the ultimate goal toward which we should 
move. Complete freedom of classification has resulted in such ques- 
tionable statutes in Minnesota and New York, and the constitutional 
amendments proposed recently in Louisiana in the name of this re- 
form were so uncouth and unfair as to shock the faith of many of 
those people who believe that, with complete freedom of action, the 
average legislature might be entrusted to pass fair and rational tax 
laws. 

On the other hand, the authorities are agreed that these consti- 
tutional straight-jackets have done infinite harm in the past, that 
they should gradually be relinquished as fast as the quality and 
trustworthiness of the state legislature will permit, and that in every 
state freedom should be given to classify moneys and credits, forests 
and possibly a few other forms of property about whose tax^ion 
there can be little question. 

VI. 

If the constitutional straight- jacket is to be relinquished and 
legislative power returned where it belongs, to the legislature, then 
certain shortcomings of our legislature must be pointed out, frankly 
criticised and effectively corrected. 

The first of these shortcomings is a certain political Quixotism 
compounded about equally of carelessness, hypocrisy and cowardice. 
The average legislature insists upon passing or retaining laws which 
cannot be enforced with the means provided. Thus it is common to 
direct assessors to tax property from actual view once a year or 
once in two years and then fix assessment districts so large and sala- 
ries so low that the execution of this task is physically impossible. 
Again, legislatures in many states stubbornly and stupidly insist upon 
the assessment and taxation of household furniture, moneys and cred- 
its and securities at the ordinary rates of taxation, when universal 
experience proves that this mandate canont be obeyed, and five min- 
utes' thought about this subject is sufficient to convince any man that 
the inspection and appraisal of household property is a physical im- 
possibility for many assessors. Legislation must soberly be kept 
within the practical posibilities that administrative machinery author- 
izes. To keep on passing laws which cannot be enforced is the 
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result either of carelessness, hypocrisy or political cowardice. It is 
foolish to mince words about this evil. 

Quite as important, tax legislation should be enacted in a spirit 
of equity and self-restraint. Our statute books are full of indications 
that the average legislature is far too indifferent to nice considera- 
tions of fair play. Take inheritance taxes for example. The aver- 
age American state taxes all the securities owned by a resident dece- 
dent and then attempts to tax all the stock in domestic corporations 
owned by non-resident decedents and transferred at their death. In 
some other states the securities of non-residents, kept by local bank- 
ers or trust companies, are also subject to inheritance taxation at the 
death of their owner. In a recent case coming under my notice, the 
same securities were taxed by four different states when their owner 
died. 

The average legislature apparently acts on the maxim that the 
resident of another state has no rights which it, the legislature, is 
bound to respect. As the saying used to be in some parts of Wis- 
consin: There are non-resident taxpayers and resident non-taxpay- 
ers. 

This exhibition of greed and selfishness should be corrected 
merely because it is wrong. If such considerations do not appeal, 
however, then it should be thoroughly understood that nothing in ex- 
isting tax laws is responsible for so much evasion and loss of revenue 
as the element of unfairness and injustice in such laws. The co- 
operation of the taxpayer is absolutely essential to the proper ad- 
ministration of most tax laws. Except in the taxation of real estate 
it is my profound conviction that the American taxpayer will, in the 
long run, manage to evade and escape any tax which he really be- 
lieves is unrighteous and unfair. The reverse of this proposition is 
not true. Tax laws will not enforce themselves merely because they 
are fair and righteous. But they will certainly come to naught in 
the long run if the taxpayer has sound reason to believe that they 
have been conceived and framed in a spirit of careless indifference 
to fair play. You may laugh at this advice, but you will laugh 
at your loss. In taxation, legislative and administrative honesty is 
by far the best policy, and in the long run it will pay to do unto 
the residents of other states as we would have them do unto us. In- 
heritance taxes, like most other taxes, can be evaded if the taxpayer 
persistently and resolutely sets his mind to the task, and there is 
just one consideration that will prevent him from undertaking this 
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task, i. e., the inner conviction that these laws are fair and enacted 
in a spirit of equity. Injustice is a lax law, moreover, paralyzes the 
arm of the assessor. That is another reason, sufficient in itself, to 
prove that honesty and equity are indispensable foundations of a 
successful tax statute. ' 

VII. 

Tax reform differs from other brands of reform in the fact that 
it is neither self-evident nor self-perpetuating. It is difficult to judge 
a good tax system by its fruits. If the judicial system or the leg- 
islative system has been bad and is then reformed, the reform proves 
itself by its results. It is perpetuated by the good which it accom- 
plishes. But every good tax rubs; every good tax makes enemies; 
every good tax carries in itself the seeds of reaction. Those who 
are benefited by a tax, unless it is imposed upon a very circumscribed 
class of property or people, do not know it. Those who are injured 
feel the injury keenly. The tax makes enemies, but it does not 
make friends. And it is for this reason that constant education is 
so indispensable. Up to this time almost every general tax has had 
to be administered with the drag of indirection or under-valuation. 
To make the taxpayer swallow the dose we have adopted the policy 
of soothing and befuddling him with a little pretended graft or a 
pseudo rake-off. 

Because of this back kick in all taxes, even good taxes, it is very 
desirable that tax reform should be instituted on a falling market. 
Trade unionists follow the opposite maxim: "Never strike on a fall- 
ing market." The tax reform should be introduced if possible when 
tax rates are falling, and every effort should be made to avoid the 
coincident introduction of tax reform and greatly increased expendi- 
tures. Almost no general tax reform can weather the storm of irri- 
tation aroused by rapidly increasing tax burdens. Because of this 
truth it is, I believe, expedient to accompany general tax reforms 
with wisely conceived tax-limit laws, restraining the increase of ex- 
penditures for a reasonable period after the tax reform is introduced. 

It shoidd never be forgotten that public expenditures are linked 
inextricably with public revenues and that tax reform should go hand 
in hand with reduction of costs. I do not say with reduction of 
public expenditures. That may be impossible. But larger results 
for each dollar spent, i. e., greater efficiency, is both possible and 
imperative. Tax bills should be framed in the light of appropria- 



208 TAXATiON" IN WASHINGTON 

tion bills. Tax adnlmistratoi^s sboiild be cloiSdy colii!ect€d with the 
general fiscal administration. Tax offieifd^ should be in portion to 
know and comment upon the efficiency of fhe public service, for the 
most acd'eptdble revenue is that which comes from stopping a leak, 
and the best source of revenue is scientific saving. If the Uniyersity 
of Washington or any other organization of men in this state earnestly 
desire tax reform let them spend half their time at the problem of 
improving the efficiency of the public service. If we must toothe 
the taxpayef and distract his attention t^hile we separate him from 
his money, let us use not the vulgar dope ctt discriminative under- 
valuation but the honest reinedy of public efficiency. 

VIII. 

These then are the essential conditions of tax reform as I un^ 
d6rstand it: That the reform shall be introduced at a propitious time, 
that it shall avoid entangling alliances With public extravagance 
and go hand in hand with the study of public efficiency. Which means, 
if not less spending, greater results and higher dividends for each 
doUar invested; that it shall make for greater legislative freedom 
and look to a gradual if not the immediate abolition of constitutional 
restraints; that it shall take fortn in laws which pay nice regard to 
intei^state comity and the rights of the politically weak, provide an 
effective tribunal for the redress of tax discrimination and adminis- 
trative machinery that will unify and equalize through centralization 
while vitalizing local interest and preserving a balance by increas- 
ing local autonomy; that it shall start with facts — homely, local 
facts — provide some efficient ageney to get the facts, and above 
all, unceasingly disseminate those facts. Tax reform calls above all 
things for breadth of tision. It is affected by and in turn affects 
every social factor, eVery social institution. Its aspects are myriad; 
but all the rest pale into insignificance beside its educational phase. 
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If any one reading the title of this address has jumped to the 
conclusion that it is proposed to put forth some Utopian dream^ to 
build castles in the air, or to paint a picture of unattainable perfec- 
tion, it is hoped that he will disabuse his mind of that impression 
at once. What it is proposed to try to do is merely to formulate, 
in the light of experience, that tax system which seems likely to 
work best in the United States in the near future. 

That which is not practical and which will not work is not 
ideal. An ideal system of state and local taxation must be at once 
practical and just. Above all, it must yield revenue. One might 
outline a dozen systems of taxation for the state, with its counties 
and cities, which might be theoretically just, but if they do not 
fit our American conditions, they will not work; and if they do not 
yield revenue, they are not ideal. The ideal, then, is the most expe- 
dient) with as much justice as may be. 

THE PROPERTY TAX IS THE AMERICAN IDEAL 

Most of our American state constitutions begin their revenue sec- 
tions with a statement to the general effect that "all property, not 
specifically exempted, shall be taxed." Thus the property tax is pre- 
scribed. Where the constitution is silent, the result is the same, for 
there the statutes provide the property tax. Some years ago, I made 
a search over the whole United States for places where there was 
no property tax. I found one little township in New England and 
one parish in Louisiana where there seemed to be no property tax 
at that particular time. I rejoiced in those exceptions — ^they were 
sufficient to prove the rule that the property tax is the American tax. 

If every state constitution were silent as to the property tax, 
the property tax would still prevail in these United States. It is, 
indeed, both the written and the unwritten constitutional tax of our 
country. Ask a thousand intelligent American business men "What 
is a tax.?" and nine times out of ten the answer will be to the general 
purport that "A tax is for a public purpose levied on property." It 
may be that this idea, so deeply ingrai&ed in the popular mind is a 
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mere historical inheritance^ or an inference from environment; it 
may be that adherence to this view is all wrong, a stupid mistake. 
That matters but little. Wherever it came from, wise or foolish, it 
is and it has to be reckoned with. Possibly after years of education 
this idea might be eradicated from the minds of our people and a 
new one instilled. With that we are not at present concerned, as 
it has not to do with any ideal realizable at the present time. 

We may, therefore, start out with the firm foundation that 
what we are in search of is a means of making the property tax 
work and of making it just, if we can. We may supplement ■ the 
property tax with other taxes, or expand the idea of property in ways 
to make it apply to things not previously included. But yet the 
steel frame around which we must build our ideal system is the 
property tax. 

WHAT CONSTITUTES JUSTICE? 

Before going further we should try to discover the idea of jus- 
tice in taxation by which the people are guided, if there be any. For, 
while expediency, getting the money, is the main consideration in 
any tax system, an unjust tax, that is, one not meeting the popular 
idea of justice, is not likely to be expedient. Injustice — real or imag- 
ined, leads to evasion and interferes with the revenue. 

The idea of justice as applied to taxation is most elusive and 
hard to pin down. It has no relation to honesty or to any other 
accepted principle of morality. We find no guidance in the decalogae 
and the New Testament's injuction "render to Caesar the things that 
are Ceesar's" leaves wide open the question as to what things are 
Cesar's. We have lost, what the Normans took to England, the idea 
of the tithe, which is stOl, as it ever has been, the safe guide to jus- 
tice in taxation for all the Latin races. Adam Smith's canon — "The 
subjects of every state ought to contribute towards the support of the 
government, as nearly as possible, in proportion to their respective 
abilities, that is, in proportion to the revenue which they respectively 
enjoy under the protection of the state," has never found wide pop- 
ular recognition in this country. The one field of taxation in which 
there has been extended discussion and to which active popular thought 
has been given is the tariff, and here the question of justice has 
certainly played ho part. 

So far as written evidence is at hand of what the American 
people mean by justice in taxation, it is to be found in those dicta 
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in the state constitutions which say in effect "all property shall be 
faxed in -proportion to value," and again in those which call for "uni- 
formity." These expressions are so common, that we might perhaps 
accept them as the final word on the American ethics of taxation. 
But the trouble is no one seems to know exactly what they mean, 
and in law and practice they are very differently interpreted. More- 
over, it is not particularly difficult to persuade the people to depart, 
in form at least, from the literal application of this idea of justice. 
Take, for example, the new law in Minnesota, which classifies prop- 
erty and imposes different rates of assessment in proportion to true 
value on different classes of property. Thus real estate is to be 
valued and assessed for taxation at fifty per cent of its true value, 
household furniture and the like at twenty-five per cent, other tangi- 
ble personal property at thirty-three and one-third per cent, while 
other forms of personal property, that is, the intangibles not specific- 
ally taxed, are to be assessed at forty per cent. 

I believe, however, that even those extreme laws, and other sim- 
ilar laws, for example, those imposing lower taxes on secured debts 
and those exempting mortgages or taxing them lightly, are in effect 
only interpretations of the meaning of the word "property" or of 
"value," not of the meaning of "uniformity." 

Despite the seeming uncertainty as to meaning, the constitutional 
provisions do express a vague ideal, and, I believe, we may set it 
down that the American idea of justice in the property tax is "equal- 
ity in proportion to value." But we must note that there is great 
latitude as to what constitutes the property and the value thereof in 
relation to which the taxes are to be equal. We shall return to that in 
a moment. 

It will be observed that I have not been trying to set up any 
abstract principle of justice whether evolved from my own inner- 
consciousness or from the dicta of others. I have been trying merely 
to find that principle — that notion of justice — which has sufficient 
assent on the part of the people to become the law of the land. It 
has proved well-nigh impossible to enforce laws taxing concealable 
notes and money at the same rates as other property, because there is 
a stubborn opinion on the part of the holders of such notes that such 
a tax is unjust. On the other hand, legislation has recently clung 
equally stubbornly to the opinion that all property must be taxed 
uniformly. When ideas of right in matters of taxation clash, when 
custom conflicts with the law, and the example cited is not the only 
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one, the law generally breaks down. Custom then grows up superior 
to the law, with the further disastrous result that where the law is, 
in isolated cases, actually enforced an admitted injustice arises. 

In building an ideal tax system, we must, therefore, build a 
property tax and we must endeavor to tax all property uniformly 
within the limits of that uniformity which has proved feasible consid- 
ering the ideas of justice prevailing among the people. 

Originally the property tax was a tax on persons in proportion 
to their estates. But by dint of defining: (1) Real estate, (2) per- 
sonal estate, and especially (3) the taxable situs of each, the relativity 
of the term "property," the implication that it has an owner, has been 
largely lost sight of. When we provide that "property may be taxed 
to tmknown owners," we have gone a long way from the idea of 
taxing each person according to his estate. The definition of tax- 
able property is thus reduced to an enumeration of the things which 
may be owned and presents at least two real difficulties. 

DIVIDED INTERESTS OR THE TAXATION OF CREDITS 

For brevity's sake we must confine our attention to main points 
only. The first of these difficulties arises when we have to consider 
divided interests, especially where one person has the possession 
and enjoyment of tangible property which is pledged to another to 
secure a debt, the debt, or more properly the credit so secured, being 
technically property also. Four solutions have been tried: first, 
to tax the property pledge, and also the claim against it; second, to 
recognize a sort of divided ownership and tax each interest in the 
property in proportion as it stands to the whole; third, to tax only 
the property pledge, ignoring the claim agarast it, at least, until it 
matures; and, fourth, to tax the property pledged, without deduction 
for the debt, and then to impose a small tax on the claim, or chose 
in action, secured by the property. 

All four of these have been applied to mortgages on real estate. 
All but the second have been applied in principle to stocks and bonds. 
But the law generally lays down the third for these. As to open 
accounts, unsecured notes, and bank deposits, the laws most fre- 
quently lay down the second method in effect, by allowing the debtor 
to deduct h'i debts from all or certain parts of his personal property. 
But custom so universally defeats this, that in practice they come 
under the third method. 

Of these methods the first and second have proved to be dis- 
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tinct failures. Tbe first failed because in one way or another the 
mortgage or note would generaUy be concealed. The occasional in- 
stances in which the note was discovered and taxed seemed to be 
instances in which special hardship arose. The second failed, be- 
cause, whether a special arrangement between the parties as to who 
should pay the tax were permitted or not, the tax on the mortgage or 
note was invariably shifted to the borrower. Behind both these rea- 
sons lies the greater one, namely, that investments of capital other 
than those in taxable form are always open and available and capital 
will not go into the taxable investment without protection from the 
actual tax. The third, of course, is a success in so far as it works 
out exactly as written. But popular satisfaction with it lasts but a 
short time. The demand for "uniformity" and the taxation of all 
property on the one hand, and a persistent feeling that the enjoy- 
ment of an income in the form of interest from an investment is evi- 
dence of ability to pay a tax, tends to swing the pendulum back to 
the first method, unless the swing be arrested half way, when the 
fourth scheme arises. This shifting of views requires careful analysis. 

When a piece of land is subject to a mortgage there is clearly 
only one value present, namely that of the land, and as all of that 
value is, until the note falls due, clearly in the possession and enjoy- 
ment of the borrower, it seems simple and satisfactory t» tax that 
value in his possession and not to trouble about the lender. Whence, 
then, this persistent idea that the lender should pay something too.^ 
The syllogism, above stated, appears to be as simple as "All men are 
mortal, I am a man, therefore I am mortal." Yet thousands of peo- 
ple cannot see that the syllogism as to the tax on mortgages is a 
true syllogism. There must be, therefore, an ambiguity in some 
of the terms. Reading the arguments of those who would tax notes 
as well as the securily pledged foT them, I think I can see in their 
thought the same idea that leads to the differentiation between earned 
and unarned income in income taxes, or as Gladstone called them 
"industrious" and "lazy" incomes. The taker of interest, the mort- 
gagee, is, so far as that particular kind of property is concerned, a 
"lazy" fellow who participates in the harvest, but does not sweat 
at the plow. The people, therefore, persistently demand that he 
pay some tax. As the efforts to make him pay full taxes fail, the best 
we can do is to tax him at a lower rate. 

The solution of this first difficulty is, therefore, a "secured debt 
-tax." This means at once "classification" of property, which some 
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state constitutions prohibit, and a departure from uniformity in the 
strict sense of that word. It is, in fact, however, not a letting down, 
but a toning up of, or adding to, the idea of uniformity. 

The most practical way of effecting this end is to leave the 
choses in action technically subject to the full tax, but if the owner 
comes forward and declares his property he will be permitted to pay 
a small annual rate in lieu of the full tax. The evidence of the debt, 
properly stamped to show that the tax has been paid, is then tax 
free in anyone's hands for the period for which the taxes may have 
been paid. It is hardly necessary to add that the tax should be 
at a uniform rate per annum and the "tax free" period limited to the 
number of years for which the tax has been paid. Unlimited ex- 
emption as in New York is hardly justifiable. 

The second of the two great difficulties is the determination of 
the situs of taxability. There is no difficulty about the situs of real 
estate, nor of tangible personal property. The whole trouble arises 
with intangibles, with mortgages and other choses in action, stocks, 
bonds and the like, which is the group we have just decided should 
be taxed by a special method. 

The trouble arises mainly from conflicts of jurisdiction. If the 
creditor lives in one state and the property pledged lies in another 
state, which state shall tax the credit? The same conflict arises be- 
tween counties and between cities in the same state. The old prin- 
ciple of law that such personal property takes the situs of its owner, 
if applied in the tax field, at once works havoc and generally defeats 
the taxes. There being no such thing as interstate comity or interstate 
law in matters of taxation, each state must protect itself and its 
revenues. That means practically giving such personal property a 
situs where the pledged property lies. Thus if a New Yorker holds 
a mortgage on a piece of land in San Francisco, the tax thereon is 
to be paid in San Francisco. California, having the jurisdiction over 
the property, can readily enforce the tax, while New York is at a 
decided disadvantage. Unfortunately, New York may try to tax 
the mortgage also, and in that event, the taxpayer may be justified 
in evading the second tax. 

The matter seems comparatively simple in the case of mortgages 
on real estate, but how about stocks and bonds? If they are issued 
by a corporation whose property and business are all in one state, 
the case is as simple as that of a mortgage. The general practice 
is to tax the corporation and let the stocks and bonds go free. But 
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when it comes to stocks and bonds of corporations whose business 
and property -extend through many states the difficulty in reaching 
the securities is practically insuperable. We may rest assured that 
these will not come to light and be registered for the secured debt 
tax in any satisfactory quantities, except possibly in states where they 
are actively sold on some stock exchange. Such states will, there- 
fore, be in a position to milk the others to some extent. At least, 
there will be a breach in the secured debt tax scheme at this point. 

Equity would seem in this case to demand that stocks and bonds 
of interstate companies be considered non-taxable, even under the 
securities tax law, and that all the taxes be paid by the companies, 
and probably that is likewise the most practical solution. California, 
New Mexico, Arizona, Nevada, and Texas cannot look with equanimity 
on the collection by New York of any taxes on the stocks and bonds 
of, say, the Southern Pacific Company. 

The necessity for condensation compels me to omit all details 
where there is no essential departure from customary practice to be 
proposed. But one or two more points may be mentioned in passing. 
The definition of taxable property should be so drawn as to clearly 
include not only the franchises of corporations, but the good will 
and going value of firms and individuals as well. As society becomes 
more and more complex, so much the more valuable becomes that form 
of property — that earning power — arising from organization, and 
known as good will or the value of a going concern. In most states 
franchises are defined as property, but good will of firms and indi- 
viduals, while usually well within the definitions of taxable property, 
is rarely taxed. 

VALUATION 

The next question to be taken up is that of the valuation. Shall 
the assessment be at full market value or at less ; shall it be the 
same for all classes of property, or, as in Minnesota, by law, and 
practically everywhere by custom, at varying percentages of the true 
value? The prevailing practice, whether sanctioned by law or not, 
is undervaluation. This arises from two causes; first, the effort to 
save in each local assessment district some part of the taxes of 
higher branches of government, second, from a blind effort at equal- 
ization between taxpayers. The first needs no explanation. The 
second rests on a peculiar crookedness in mental processes. Being 
convinced in his own mind that "A" has successfully concealed some 
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of his taxable property, the assessor tries to make it right with "B" 
by letting him down easy. "C" learning of this demands the same 
treatment and the house of cards falls. 

In the past, attempts to correct underyaluation have been di- 
rected at correcting inequalities between men and more so between 
communities after the assessment is practically completed. As every- 
one knows "equalization" after the assessment has been made fails. 
It is predestined to fail. An audit after the cashier has run away 
with the funds, is of interest for historical purposes only. It is a 
pre-audit that protects. It is equalization before, not after, assess- 
ment that is effective. To that we shall return. 

Separation of sources is a method of dodging the issue. Unless 
there is some other paramount reason for separation, it is better to 
face the issue squarely and equalize. Where, as in California, the 
geographical situation prohibited a just apportionment of the revenues 
derivable from public utilities, separation was very necessary. As long 
as the desert lies between the fertile valleys and their markets, some 
form of separation will continue to be necessary in California. The 
saving of the necessity for equalization between counties was an in- 
cidental additional advantage, but of itself would have been a very 
poor argument for separation. I have yet to find another state in 
which separation is clearly indicated as a proper remedy for existing 
tax evils, with the possible exception of Texas. 

Returning to the main argument, I wish to express the opinion 
that nothing is practical, nothing is right and just but the use of 
"fall value." If abatements are to be made for certain classes of 
property, other than money and credits, let them be made openly 
and above board in the tax rate, and not concealed in the assessment. 
If a hay press ought in our opinion to be taxed in effect less than 
a printing press, on the ground that it works only one month in the 
year as against three hundred and sixty-five days, the concession 
can be made in the rate. Any departure from full value as the sole 
aim leads to inequalities. It is a safe prophesy that Minnesota's 
experiment will be found to conceal a multitude of inequalities. 

ADMINISTRATION 

While defective definitions, and absence of classification have 
;been responsible for many evils in the property tax in the past, the 
greater ones have arisen from weakness of administration. The as- 
sessors are almost everywhere locally elected officials. They serve 
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for a short term, are often underpaid, and whether eligible for reelec- 
tion or not, they have the interests of their friends, neighbors and con- 
stituents more at heart than their duties. This statement is not an ar- 
raignment of the assessors as men, but of the laws which handicap 
them in their work. 

The work of making an assessment is a highly technical busi- 
ness and not easy to learn. The tax law alone is long and intricate. 
The assessor is supposed to acquaint himself with hundreds of dif- 
ferent kinds of property and their values. He generally works with- 
out adequate supervision, guidance or instruction. In many states he 
works without adequate tools. Often he works as assessor but a part 
of the year. Skill and experience are not especially at a premium. 

We are better off on the Pacific Coast than are many eastern 
states, because we have large assessment districts, so that the work 
commands better pay and bigger men, and often requires the asses- 
sor's time. But still there is much to be desired. 

The assessor should be a man trained to the work, selected 
solely for skill and experience. He should work under adequate su- 
pervision and be fully protected from disturbing influences whether 
these be the influence of the local small property holders or the big 
corporations. 

These requirements for the assessor's ofiBce and its work directly 
imply: (1) A strong central state tax commission, (S) appointed 
assessors responsible to the tax commission only, (3) civil service 
rules and the removal of the assessors and of the tax commission 
as far as possible from political influences, and (4) pre-equalization 
like a pre-audit involving the standardization of assessment methods 
and the fixing of standard values by the central tax commission. The 
entire administration should be appointive, except possibly the local 
boards of advisors and of review which should aid the tax commis- 
sion in fixing standard values and should hear complaints of taxpayers. 
But all their actions should be subject to review by the central tax 
commission. 

THE TAX COMMISSION 

Let us begin with the tax commission. It should consist of mem- 
bers appointed by the governor for long terms, retiring in such order 
that no one governor could effect a radical change. Three members 
with an eight year term are sufficient. The salaries of the commission- 
ers should be large enough to command the entire time of very able 
men. 
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The commission should lay out the assessment districts. The 
districts should be large enough to warrant paying the assessors 
salaries adequate to hold good men. This may involve placing sev- 
eral counties or cities under one assessor. I have estimated that the 
maximum cost for the assessor's office with all incidentals should be 
one cent per one hundred dollars of assessed valuation. This gives' 
a minimum of thirty million dollars of property in a district. This 
means, however, aU property at full value. If the value be cut, the 
rate goes up. The districts need not be uniform as to the property 
within them, but will necessarily vary, because they must conform 
to the line of political subdivisions. 

As already suggested, the state tax commission should appoint 
assessors under civil service rules. The assessors may be removable 
for cause, but should be, ordinarily, appointed for life. They should 
be eligible for promotion from the less to the more remunerative 
districts. Everything possible should be done to make the office a 
life career and not, as too often now, a casual employment. The 
idea is to develop a professional spirit and interest. The assessors 
should be deputies of the commission, its agents in the field, working 
not independently nor, as now, one against the other. 

An important part of the work of the tax commission would be 
to make the direct assessment of all public utilities, of all banks, and 
of all franchises, and the apportionment of such assessments to the 
local taxing districts. Central assessment of railroads extending 
through several counties has long been regarded as necessary. The 
same method applied to all utilities ensures uniformity. Central as- 
sessment of franchises ensures the taxation of all corporations, 
whether domestic or foreign, doing business in the state. The local 
assessors if acting in intimate relations with the central commission 
will be valuable agents in detecting franchise values. When we note 
that tbe great industrial "trunk" so-called, and other giant corpora- 
tions pay interest or dividends on a capitalization valued by stock 
and bond sales at three to four times the value of their taxable 
tangible property, the large franchise values enjoyed in each state 
are very apparent. No local assessor, locally elected and locally re- 
sponsible only, can reach these giants. That banks should be cen- 
trally assessed is the conclusion from four years' experience with 
that system in California. Although the new system raised the bank 
taxes from nil, or from whatever the banks voluntarily donated out 
of public spirit, up to a full one per cent of the entire stockholders' 
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interest, yet our bankers are well satisfied with the new system, 
because they have absolute assurance that every bank pays at the 
same rate. 

Another very important part of the work of the commission 
would be the fixing of rules of assessment and standard values 
which the assessors must follow. This is what I have called pre- 
equalization. Rules of assessment for city lands and buildings are 
fairly familiar to all. As to the relative merits of the "NeiU-Hoffman 
Rules," the "Lindsay-Bernard," the "Somers System," the "New 
York City Plan," the "Philadelphia Plan" and other rules for land val- 
uation of cubic content, or floor space, units for buildings, nothing 
need be said here. These are details. But the thing to emphasize 
is that even a poor rule is better than no rule. Absolute uniformity 
wUl probably never be attained but approximate uniformity can be 
attained only by following set rules. 

The tax commission should, for example, fix basic lot values 
for a sufficient number of points in every district of a city to enable 
the assessor, by following mathematical rules likewise fixed by the 
commission, to arrive at the value of every other lot in that city. 
These standard values fixed for basing points should be determined 
<'ery carefully, presumably after public hearing and discussion, as 
should also the rules for intermediate points. Right here comes in 
the work of the local advisory board. This, of course, leads at once 
to land value maps. The assessor's best tool is his map. Such maps 
never can be too good. Fortunately as fast as they are perfected 
they become so valuable commercially in all large cities, that private 
enterprise will surely provide for duplication and publication. The 
criticism resulting from such publicity affords a splendid criterion 
for correction and revision. 

The application of the idea of standard values to agricultural 
land is not so simple. Yet I have known an ordinary board of 
county supervisors, composed as such boards usually are of farmers 
and merchants with no special training in assessment work, to sit 
down and classify the lands of their county, fix standard values per 
acre for each class and achieve an equalization of assessments which 
satisfied nearly every taxpayer affected. Surely a commission of 
trained men with trained deputies as assessors could do even better. 
Even if the fixing of standard values go no farther than to classify 
in the nine simple classes suggested by Mr. Powers of the census 
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bureau with a maximum and minimum value per acre for each class, 
an advance over guesswork has been achieved. 

In the matter of farm buildings, rules and units of value are 
quite as easy to establish as for city buildings. Uniform rates for 
live stock are already very common. 

Of course, the rules and standard values wiU have to be de- 
parted from in many individual cases. But having a rule to depart 
from enforces care and thought in making each such assessment. 
In settling disputes with taxpayers, nothing is more satisfactory 
than standard rules and values. The dispute is no longer over ques- 
tions of opinion, it can deal only with questions of fact. 

If the assessment is made right in the first place, there wiU 
be no necessity for equalization afterwards. But as human nature 
is not perfect, mistakes will occur and the power to order a reas- 
sessment in any district should vest in the commission. 

HOME RUL^ IN TAXATION 

Much has been said about local home rule in matters of taxa- 
tion. The ideal scheme I have outlined absolutely denies home rule 
in that respect. When the demand for home rule is put forward as 
a disguise for the single tax, we can have but little patience with 
the duplicity of those who under the guise of a false name would ex- 
propriate land values and destroy the best features of the honored 
institution of private property in land. If the people are to be asked 
to throw away so precious a heritage, they should understand what 
they are doing and be permitted to do it with open eyes. In any 
event, the single tax, if inistituted, should be instituted by general 
law, not in patches by local action. 

What does a community want of home rule, barring the desire 
for the single tax? Does it gain anything by controlling the assess- 
ment, compared with what it loses by not having its property assessed 
uniformly and at full value? The implication that something is to 
be gained by freedom or liberty in this respect is very specious. The 
restraints of a general tax law are restraints against abuses only and 
make for a greater and truer freedom. We should gain nothing in 
freedom for example by repealing the rule of the road. A man 
cannot safely drive a high power automobile hither and yon, at whim, 
along the public highways, and a rich and highly organized modern 
municipality gains nothing in freedom by driving its course athwart 
the rights of its less fortunate neighbors nor in obstructing the prog- 
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ress of its peers. True freedom can be had only when all municipal- 
ities work under uniform laws and uniform control. 

A second argument is that home rule would be conducive to a 
livelier interest on the part of citizens in local municipal affairs. 
This is an appeal to local patriotism. It virtually amounts to this : 
That the citizens will take a greater interest in local affairs because 
by means of taxation they can advance the welfare of their home 
town. But as this can be done only at the expense of other towns 
it is an appeal to the war spirit and to a mischievous kind of rivalry 
between towns which will surely excite reprisals and intermunicipal 
warfare; warfare by tax ordinances in which the slain will be the 
overtaxed industries and the victors the special interests built up by 
tax exemption partial or complete. 

It is argued, again, that there is a diversity of conditions be- 
tween municipalities of such a character as to make diversity of tax 
methods desirable. The favorite illustration is to compare a mercan- 
tile seaport like Seattle with some interior rural community. That 
there are diverse economic conditions in different cities is obvious, 
but that a uniform tax law, covering all and fitting each situation 
when it rises, or which may arise, is rendered undesirable thereby 
is not at all obvious. A properly drawn tax law would meet all the 
different conditions when and where they might arise and meet them 
uniformly. Let us suppose, for example, that some economic condi- 
tions, arising say from the presence of shipping, exist in Seattle 
which do not exist in Yakima County. Then let us suppose that Se- 
attle proposes a tax on shipping which affects Yakima's outlet for 
her crops and forces her to pay the tax. Which would be the more 
likely to meet the situation more equitably, an ordinance drawn in 
Seattle by Seattle citizens alone, in the framing of which the resi- 
dents of Yakima had no voice, or a law drawn in the legislature in 
which the representative of Yakima would be heard as to its effects 
on his county, while the representatives of other counties sit in judg- 
ment as to the merits of the controversy? 

Another favorite argument is that each city would have an op- 
portunity to direct its own growth by tax exemptions fostering and 
attracting new and desirable industries and conversely by high taxa- 
tion killing undesirable, or undesired, industries or restraining cer- 
tain interests regarded as adverse to the public weal, or killing some 
to make way for others supposed to be better. 

Fostering new industries by tax exemption has been tried in this 
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country in many places, although usually under uniform laws. In 
passing it may be noted that this object if desired can be accom- 
plished as well under uniform laws as under home rule. But wher- 
ever it has been tried it has been found, as might have been expected, 
that it is more of a club in the hands of capital than a lure in the 
hands of the city authorities. 

We are at present struggling to cure or to remove many special 
privileges created by unwise legislation in the past. What is this 
proposal of fostering industry by tax exemptions but one for the 
creation of a new set of special privileges which we shall have to curb 
or destroy in the future? 

The foregoing are the principal arguments that have been ad- 
vanced favoring local option in taxation, and if we are not mistaken 
every one is fundamentally unsound. But the evil conditions that 
would result from such a plan should not be ignored. This plan is 
a reversal of the entire historical trend in matters of taxation. The 
historical trend is all toward uniformity of tax laws and central con- 
trol of taxation. The old once independent cities of Europe have 
surrendered their original autonomy in tax matters, the New England 
towns, once free to tax as they pleased, early learned the lessons 
of experience and the necessity for central law, and even the free 
cantons of Switzerland are now largely under federal control. This 
historical trend has a sound foundation. Communities are not in- 
dependent entities but live in mutual relation that cannot be ignored. 
No city lives to itself alone. The city draws its food from the coun- 
try and the country ships its produce through the city. It is not a 
matter of local concern to the country alone how its produce is 
taxed, nor to the city alone how commerce is taxed. These are af- 
fairs of the whole state. 

One of the worst features of home rule is the inevitable warfare 
between cities which is involved. Seattle offers certain inducements 
to commerce. Tacoma, not to be outdone will in the language of the 
day "go Seattle one better." Seattle retaliates, Tacoma comes back 
and both lose in the struggle. 

Another bad feature is the danger of whimsical and factional 
tax legislation. There are always diverse factions in every com- 
munity. What is to prevent a majority representing one interest or 
set of interests from placing burdensome and unjust taxes on others? 
This is no remote danger, for we have already seen in counties in 
western states contests between the farmers and the cities for the con- 
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trol of the assessor's office and in others conflicts between three in- 
terests, the lumbermen, the farmers and the residents of cities. 

Then again there are the property rights of non-residents to be 
considered. These cannot be so well safeguarded under home rule 
as under a general tax law. One city may want to tax mortgages, 
another the mortgaged property, and in similar ways double taxation 
may rise. 

There are many matters in municipal government in which local 
option is not inappropriate and may be very desirable. These are 
matters of purely local concern. But taxation, inevitably affecting 
as it does the whole course of industrial development is not a con- 
cern of one community alone, even within its own bounds. Taxation 
must be just and equal and the rights of interrelated communities 
must be respected. Peace and good will between cities cannot pre- 
vail under home rule. 

While a discussion of the tax system does not directly involve 
questions of expenditures, yet the proposed change from fractional 
to full values as the basis of assessment involves limiting expendi- 
tures by limiting the tax rate. The people may well feel concerned 
lest if the assessment basis be raised the rates will not go down. 
Spending boards, always eager to make a showing, will strive to use 
the money available by applying the old rates to the new values. 
The taxpayer is then more heavily burdened and the gain in equality 
seems less significant. The experiment in Ohio of a low tax rate 
limit with a view to forcing thereby assessment at full value and the 
assessment of all property including personalty will be watched with 
great interest. It seems foredoomed to failure because of the con- 
tinuance of local assessments in tiny districts by amateurs who are 
required only to pass a very low grade civil service examination. 

Once the tax administration is made efficient taxpayers can prop- 
erly attend to the expenditure made of their money and can effect- 
ually put the brake on the rapid expansion of governmental activities 
and can enforce economy. 
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The prevailing methods of state and local taxation in the United 
States are admitted failures. They do not secure a just apportionment 
of state taxes among localities; they distribute most unequally among 
citizens the charges of local governments; they practically exempt 
some classes of property while grievously overburdening others; they 
satisfy no one except an occasional beneficiary of the iniquitous sys- 
tem. For nearly fifty years our tax laws have been the cause of in- 
cessant complaint and the subject of repeated investigations. From 
official and unofficial sources, from the oldest and newest states alike, 
with tedious iteration of testimony always cumulative in effect, comes 
the same story of dismal and disheartening failure. If present meth- 
ods are not the worst in the world, they certainly are about the worst 
that can be foimd in any civilized country. 

This is a dark picture, and ten or fifteen years ago there would 
have been little to relieve it. Although the prevailing methods were 
admitted to be unsatisfactory and had been subject to severest crit- 
icism for nearly a generation, taxation seemed to be an unsolved 
and even insoluble problem. Our tax laws were deeply rooted in 
the past, business in a considerable degree had adjusted itself to 
existing conditions, general apathy and inertia proved formidable ob- 
stacles to any and all change. Another important factor in the sit- 
uation was that at the very points where the laws would have done 
the most harm, if enforced, our local assessors had discovered and 
applied the popular American remedy for bad legislation — ^non-en- 
forcement. But of late conditions have changed materially. A num- 
ber of states have adopted new and better methods of taxing certain 
classes of property, improvements have been effected in the admin- 
istration of tax laws, a general spirit of inquiry has been aroused, 
and it is now evident that we are entering upon a period of reform 
in state and local taxation. This conference, therefore, is an occa- 
sion of more than local and temporary interest. It will consider, 
indeed, the problems that confront the State of Washington, but its 
proceedings will have, necessarily, a wider significance. It marks in 
truth another stage in a movement, now national in scope, which has 
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for its object the reform of an obsolete and discredited system of 
state and local taxation. 

In such a time of change there is naturally, or rather inevitably, 
great difference of opinion. To consider all the proposals that now 
find advocacy is impossible in the time at my command, and not 
even an enumeration of them can be attempted. I can merely state 
my own point of view, and then set forth certain reforms in state and 
local taxation which seem to me desirable and practicable. 

I hold that it is the primary purpose of taxation to provide 
revenue for the support of the government in the most certain, conve- 
nient, economical, and equal manner; and therefore reject all pro- 
posals to employ the taxing power as a means of redistributing prop- 
erty or incomes. In my view of the case the aim and purpose of the 
general property tax, which were to secure revenue in a just manner 
to defray public charges, were absolutely correct and should not be 
abandoned. That tax is obnoxious solely because it has failed of 
its purpose; because it does not distribute public charges with even 
approximate certainty and equality; because it cannot provide the 
revenue needed to meet increasing governmental expenditure. What 
is needed is not a change of underlying purpose, but new methods 
of taxation that wUl secure the object at which the general property 
tax aimed. 

To this end four principal reforms have been proposed, which 
figure prominently in current discussions of taxation problems and 
may be designated as: The separation of state and local revenues, 
central control of the assessment of property, a classified property 
tax, and a state tax upon incomes. These plans are not necessarily 
exclusive, and some states have derived helpful suggestions from 
several of them. I propose, however, to examine them separately; 
and shall then consider how their good features may be combined in a 
just and practicable program of tax reform. 

SEPARATION OF STATE AND LOCAI, REVENUE 

When serious study of state and local taxation began, some forty 
years ago, the proposal that gained immediate favor was the separa- 
tion of state and local revenues. It was observed that the levy of a 
direct state tax gave local assessors a strong inducement to under- 
value property, since they could thereby reduce the proportion of the 
levy that fell upon the localities they served. State boards of equal- 
ization had attempted to remedy this condition by examining local 
valuations and determining an equalized or corrected basis for appor- 
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tionment, but for a variety of reasons had always failed in the task. 
The conclusion was natural that, since equalization never equalized, 
the true remedy was to abolish direct taxation of property by the 
state, and to provide state governments with independent revenues 
by levying separate taxes upon corporations, inheritances, business li- 
censes, and perhaps some other objects. It was argued that, if this 
were done, the local governments could derive ample revenue from 
taxes upon property not segregated for exclusive taxation by the 
state; and under such conditions it was said that either local assessors 
would discontinue the practice of undervaluation, or that underval- 
uation would do no harm since it would affect only local taxation and 
all taxpayers in a given locality would be treated alike. 

But separation of state and local revenues was not in reality a 
new plan. It had been tried by various states during the first half 
of the nineteenth century, and in most cases had been abandoned. 
Nor have the more recent experiments been generally reassuring. 
Abolition of the direct state tax has not led to the assessment at full 
value of property subject to local taxation, and it is now evident that 
undervaluation has other and more deep-seated causes. Mere in- 
ertia and disinclination to change established methods, the fear of 
taxpayers that increased assessments will not mean a permanent re- 
duction of tax rates but will soon lead to increased tax levies, and 
doubtless other forces, have brought it about that local assessments 
have been little affected by separation. We are also coming to realize 
that undervaluation is not a matter of slight consequence even when 
confined to local taxation. It means in the first place violation of 
the law, and we can have no assurance that if the law is violated at 
one point it will not be broken at others. We are learning also that 
assessment at the full value is the only means by which equality in 
individual assessments can be secured; and that in a community where 
the average valuation is fifty per cent, individual assessments may 
vary from twenty to one hundred and twenty per cent of the true 
value of the property. Such a condition in local taxation is not a 
thing of indifference to the state at large; taxation is not a matter 
of purely local concern. The property that is overburdened may be- 
long to a small minority that has no effective voice in local affairs; 
it may be, and frequently is, the property of non-residents who have 
no representation in the government of the locality. The state has 
an obvious duty in the premises, which cannot be justly or honorably 
evaded. Separation has nowhere solved the problem of local taxa- 
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tion; and, whatever its merits or demerits otherwise, does not relieve 
the state of its responsibility in this important matter. 

Even in the domain of state taxation the effects of complete sep- 
aration have not been fortunate. The property segregated for ex- 
clusive taxation by the state has not always been of such a class as 
to secure a fair apportionment of state charges, and the general result 
has been that to a large extent state taxation has been distributed in a 
hit-or-miss manner. This is not true of all the independent state 
taxes, particularly those levied upon inheritances, but it applies to 
a considerable part of the corporation taxes. We find trust companies 
and state banks segregated for exclusive taxation by the state, while 
national banks are subject to local taxation; we find incorporated 
companies paying taxes to the state, and unincorporated paying their 
taxes to the local government. Conditions may be no worse, and 
may even be better, than they were under the old plan of appor- 
tionment; but obviously separation has not given us a method of dis- 
tribution that can be squared with any recognized principle of taxa- 
tion. Separation may have appeared to solve the question of state 
taxation, but it has done so only by evading the real problem. 

And finally it is becoming evident that the abolition of the direct 
state tax destroys a very desirable and even necessary check upon 
state expenditures. This is what happened wherever the experiment 
was tried during the first half of the nineteenth century, and his- 
tory is repeating itself at the beginning of the twentieth. Legislatures 
quickly spend revenues derived from sources that do not require an 
annual or biennial accounting with their constituents; and when the 
revenues originally assigned them no longer suffice, look around for 
"new sources of revenue." At such times they are disposed to grasp 
at almost any expedient that may be proposed, and the result is a 
multiplication of special taxes some of which would have slight chance 
of adoption if compelled to stand upon their own merits. Ultimately 
the increasing expenditures can no longer be met by the yield of 
special taxes, the direct tax has to be reintroduced, and the plan of 
complete separation breaks down. This is what usually happened 
during the first half of the nineteenth century, and various states are 
repeating the experience today. Complete separation is not only 
undesirable, but in the long run it usually turns out to be impossible. 

The results just described are now perceived by many advocates 
of separation of state and local revenues; and, as a remedy, it is pro- 
posed to raise some part of the state revenues by a direct tax, but 
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to apportion such tax among the local governments upon the basis of 
local expenditures and not according to the valuation of taxable prop- 
erty. This is an admission of the failure of the plan of complete 
separation. It requires the state to fall back upon the sources of 
revenue that were to have been reserved exclusively for local taxa- 
tiouj and differs from the original direct state tax only in respect to 
its method of apportionment. 

But if the original method was bad, the new one is decidedly 
worse. Apportionment according to local expenditures is alleged 
to be fair because it is thought that such expenditures are roughly 
proportioned to resources, so that the result would be taxation ac- 
cording to ability to pay. This claim will not bear examination. A 
rich community will, indeed, spend more money than a poor one; but 
the difference will not be necessarily, or even usually, proportional 
to the difference in wealth. If it were, there would be no such 
thing as a community poor or rich in respect of its public finances. 
Communities with small resources would have small expenditures, 
communities blessed with great wealth would have proportionately 
greater charges to meet, and the relative burdens of taxation would 
be approximately the same. But in fact communities with com- 
paratively small resources are often obliged to make large expendi- 
tures, so that they have very high tax rates; while those with ample 
resources do not have to spend in proportion to their greater means, 
and therefore enjoy very low tax rates. In my own state there are 
municipalities that cannot provide adequately for their reasonable 
needs with a tax rate of $2.00 per hundred on a high valuation, and 
others that have every luxury with a tax rate of $1 or even less. 
To apportion the state tax according to loc^l expenditures means that 
rich and poor communities will be taxed in inverse proportion to 
their wealth, and can be justified by no principle of taxation. It 
penalizes the progressive community that desires to have good roads 
and schools, and puts a premium upon niggardly expenditures for 
such purposes. It is a tax upon poverty, penalizes progress, and finds 
no support in reason or experience. In Oregon, where such apportion- 
ment was authorized some years ago, it was found necessary to ex- 
clude certain classes of local expenditures, and the plan has never 
gone into operation. Apportionment by expenditure is indeed an 
excellent illustration of the unwise proposals to which the plan of 
complete separation leads ; like that plan, it provides a remedy that 
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may be worse than the disease, and diverts attention from the real 
problem in hand. 

But although complete separation of state and local revenues is 
unwise, a partial separation is undoubtedly advantageous. Taxes upon 
inheritances bear equally upon all property, and may well be reserved 
as an independent source of state revenue. Those levied upon some 
classes of corporations, the business of which is of state-wide and 
not of local character, may properly be reserved for the use of the 
state — at least in part. From inheritance and corporation taxes the 
average state may well derive a substantial independent income, which 
will reduce materially the amount of the direct tax and therefore 
simplify the task of securing a just apportionment. This is the val- 
uable result of the experience of our states with the plan of sepa- 
ration; and it should be accepted as fundamental in future schemes 
of tax reform, that partial separation is both feasible and desirable. 
But the direct state tax should not be abolished. Experience proves 
that it provides a necessary check upon state expenditures, and en- 
forces a direct accountability that cannot be secured in any other way. 
Its just apportionment is, indeed, a serious problem, but one that is 
entirely capable of being solved and in some states is fairly on the 
way to a satisfactory solution. 

STATK CONTROL OF ASSESSMENT 

The second plan of taxation reform proposes state control of the 
assessment of property, and seeks to improve the practical working 
of tax laws by providing better methods of administration. The 
original practice was to entrust the work of assessment wholly to lo- 
cal authorities who enforced the laws in their own way, usually with 
great diversity of methods and results, or, at their option, declined 
to enforce them. Nearly half a century ago various states found it 
necessary to create state boards for the assessment of railroads and 
some other classes of corporations; and with the introduction of spe- 
cial taxes upon corporations or inheritances, it became customary to 
place in the hands of state authorities the administration of these 
new taxes. Thus there came into existence state boards of assess- 
ment, tax commissions, or single commissioners, exercising important 
functions in the matter of taxation and usually performing their du- 
ties with intelligence and efficiency seldom found in the work of the 
local assessors.* The next step, which naturally and logically fol- 

•This statement Is not equally true of the state boards composed of 
ex-offlcio members. 
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lowed, was to confer upon the state boards and commissions supervis- 
ory power over the local tax oflScials; and in some cases the oflSce of 
county supervisor was created, as an intermediate link between state 
and local authorities. During the last decade this process has pro- 
ceeded apace, untU today several states have tax commissions clothed 
with powers of direct control over local assessment boards, and a 
larger number have commissions or single commissioners, exercising 
supervisory powers. 

The people of the United States have unbounded faith in the 
efficacy of laws, and the enactment of statutes by thousands and tens 
of thousands is a favorite national pastime. But too often our in- 
terest is confined to the process of getting laws enacted, and careful 
consideration of the difficult and all-important problems of adminis- 
tration is little to our taste. Therefore we lead the world in our 
annual output of laws, and lag far behind many other countries in the 
matter of administration. "And the times of this ignorance Grod 
winked at," but today the increased complexity of our civilization and 
the greater intricacy of our problems command us to repent. The 
conditions of twentieth-century life cannot be met by mere brutum 
fulmen of legislative enactment; intelligent and laborious study of 
administrative methods is an absolute necessity. It is, then, a sign 
of promise and a development of profoundest import that the states are 
now directing their attention to improving the administration of their 
tax laws. The results already accomplished in Wisconsin, Minne- 
sota, Kansas, and a number of other commonwealths, are highly im- 
portant in themselves, and have the greatest value as a lesson to the 
whole country. 

The experience of the American states demonstrates beyond 
all doubt, cavil, or contradiction, that there never was and never can 
be a generally satisfactory assessment of property, incomes, or busi- 
ness by purely local authorities. Here and there local initiative se- 
cures results that far exceed the average, especially in the taxation 
of city real estate; but the average results are unsatisfactory, and 
the poorest unspeakably bad. The reasons are not hard to discover, 
they lie in the very nature of the case. 

In the first place local assessors are responsible only to the 
community they serve, and in the long run must act as local rather 
than general interests dictate. They are never free from local pres- 
sure — personal, political, or economic — and cannot act with the in- 
dependence necessary to secure the best results. In the next place 
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the average local assessor is a man of only average ability, and usually 
lacks special qualifications for his work. He constantly needs advice 
and definite instructions from some higher authority posisessing the 
intelligence and expert knowledge requisite for the difficult work of 
valuing property for taxation. In the third place a local system of 
administration results in great diversity of practice which is an in- 
tolerable evil in these days when business and investments know noth- 
ing of county or state lines, and a single corporation may operate 
in a large number of taxing districts. What can be said of a system 
that requires an interstate railroad to pay in one state 1,950 tax biUs 
from 350 separate taxing districts having 1,000 subdivisions with 
independent rules which differ pretty widely though based upon the 
same law?* Local administration can never give us a satisfactory 
system of taxation, and the cooperation of state authorities has be- 
come absolutely indispensable. For this work the old-fashioned board 
of equalization is useless, state boards with eat-officio members wholly 
inadequate, and a permanent tax commission composed of well-paid 
experts enjoying certainty of tenure, independence of action, and 
freedom from political influence, the only effective agency. 

But centralization is not a complete remedy for the evils of our 
taxation system, since the most efficient state commission cannot en- 
force laws inherently unworkable. The taxation of all property by a 
uniform rule is, at least under modern conditions, an utter impossi- 
bility; and we shall benefit little if we set the most perfect admin- 
istrative machinery to an impossible task. This is the view of the 
members of our best tax commissions, and Ohio seems to be the only 
state that cherishes the delusion that modern machinery can operate 
successfully under an obsolete law. 

CLASSIFICATION 

This brings us to the third proposal for the reform of state and 
local taxation — abandonment of the uniform rule and the adoption of 
the principle of classification. If experience proves the impossibility 
of taxing all property in the same manner and at the same rate, it 
necessarily follows that we are bound to apply different methods of 
taxation to different classes of property; and this is all that classi- 
fication means. The principle upon which it rests is nothing new, but 
is merely that on which the success of all legislation depends — rea- 
sonable discrimination between the different classes of things to which 

•See Proceedings of the National Tax Association, II., 232-3. 
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a law may apply. Our laws of property are not the same for all 
classes of objects that may be reduced to private ownership; con- 
tracts and torts are governed by no uniform rule; at every point 
penal laws carefully classify different offenses and offenders. No- 
where, perhaps, except in taxation, have we attempted to apply iden- 
tical rules to classes of things widely different in their nature; and 
our tax laws have failed to secure certainty and equality precisely 
because they have disregarded the principle upon which depends the 
success of all legislation. 

The whole case in favor of classification is stated impressively 
by the supreme court of the United States in the following language: 
"This court has repeatedly laid down the doctrine that diversity of 
taxation, both with respect to the amount imposed and the various 
species of property selected either for bearing its burdens or for 
being exempt from them, is not inconsistent with a perfect uniformity 
and equality of taxation in the proper sense of those terms; and 
that a system which imposes the same tax upon every species of prop- 
erty, irrespective of its nature or condition or class, will be destruc- 
tive of the principle of uniformity and equality in taxation, and of a 
just adaptation of property to its burdens."* Addition or comment 
would be supererogation. 

Classification is necessary because property is not homogeneous, 
but falls into certain well-recognized classes which differ widely in 
their economic nature and characteristics. Real estate, tangible per- 
sonal property, and intangible personalty, are classes well known 
to the law and to the world of business. The general property tax 
has undertaken to ignore the economic differences of the three kinds 
of property and to tax them by a uniform rule, but it has never se- 
cured anything remotely resembling uniformity of results. Intan- 
gible property almost wholly evades assessment; tangible personalty 
does not escape to the same extent, but is usually assessed at only 
a fraction of its true value; and real estate, which cannot be hidden 
or removed, pays three-quarters, or even more, of the total taxes. 
The lawmaker has ignored the economic differences of the things 
with which he deals; the assessor and taxpayer do not and cannot 
ignore them. 

This lesson our states are slowly learning in the hard school of 
experience, and classification is gradually replacing taxation by a 
uniform rule. One of the most promising experiments is the taxation 

•Pacific Express Company vs. Selbert (142 U. S. 361). 
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of intangible property at a flat rate of three, four, or five mills upon 
the dollar, which in Pennsylvania, Maryland, Minnesota, and Rhode 
Island has materially increased the revenue derived from this class 
of property and secured far greater equality between taxpayers. 
With proper methods of administration, any state can now adopt 
this plan with full assurance that it affords a remedy for the worst 
evils of the general property tax, which has always failed to reach 
the greater part of intangible property but has practically confiscated 
the income of the few persons unable or unwilling to evade it. 

Other states have preferred to adopt registration taxes for mort- 
gages and secured debts, which may reach the same result in another 
way provided care is taken to adjust the rate of the tax to the term 
for which exemption from other taxation is granted. New York, how- 
ever, has made the mistake of granting exemption for an indefinite 
term upon payment of a registration tax of one-half of one per cent, 
with the result that her law is drying up the future sources of revenue. 

Tangible personal property has not yet been given a separate 
classification, although the subject has been under consideration in 
one or two states. In my opinion such classification is desirable. It 
is difficult and in many cases impossible to secure a full assessment 
of goods and chattels at the high rates of taxation usually imposed 
upon real estate, and it would be unjust to do so because tangible 
personalty does not benefit to the same degree as real estate from 
certain classes of public expenditures. Many forms of municipal ex- 
penditure, such as those for the maintenance, cleaning, and lighting 
of streets, tend to enhance realty values; and it is but fair that real 
estate should be subject to a higher rate of taxation. 

In my state a certain town has recently made a heroic effort 
to tax personal property, and peculiar conditions have enabled it to 
increase its revenues from personalty sufficiently to reduce its tax 
rate to about $1 per $100. But the town now finds that certain out- 
lays are necessary in the interest of real estate, and cannot make 
them without raising its tax rate to a point that would send personal 
property back to its hiding places. The present tax of $1 per $100 
is higher than can be collected permanently from intangibles, and is 
certainly as high as tangible personalty can bear. To increase it, 
would undoubtedly diminish the revenue derived from personal prop- 
erty; yet more revenue is urgently needed for improvements that 
would benefit real estate. The logical and practical thing would be 
to fix the rates of taxation upon intangibles and tangible personalty 
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at figures that will not drive these classes of property into hiding, 
and then raise the rate upon real estate to a figure that will provide 
the revenue needed for improvements. But this cannot be done under 
the present law, and that law cannot be changed without a constitu- 
tional amendment permitting classification. Therefore the improve- 
ments cannot be made, and the interests of real estate suffer. 

The plan of classification, then, requires the establishment of 
separate rates for tangible and intangible personalty. Upon the 
former the rate should not exceed $0.80 to $1.00 per $100, and upon 
the latter should not exceed $0.40 or $0.50 per $100. These rates 
are not arbitrary, but are based upon the economic characteristics of 
the two classes of property. Intangible property consists chiefly of 
investment securities that yield an income of not more than five per 
cent, upon an average. The rate varies considerably in different sec- 
tions of the United States, and where the investor takes more than 
the average risk it naturally exceeds the figure mentioned. Experi- 
ence shows that it is difficult for any government to collect from this 
class of property a tax that exceeds eight or ten per cent of the in- 
come, and if we were levying an income tax no one would propose a 
higher rate. It is reasonable to fix the rate of a property tax upon 
the same principle, and this leads to the conclusion that a tax of $0.40 
to $0.50 per $100 is as high as can be collected. To impose a higher 
rate will probably cause so much evasion that the revenue will suffer, 
and to levy a tax of $2.00 per $100 will drive most intangible prop- 
erty into hiding. 

Tangible personalty, on the other hand, consists of merchan- 
dise, live-stock, and, in general, capital employed in industry or com- 
merce where it yields the usual trade profit which must be taken to 
be about double the ordinary rate of interest. If intangibles yield 
an average return of five per cent, tangible personalty must yield 
about ten; and if the former can be taxed at a rate of $0.40 to $0.50, 
the latter can be taxed $0.80 to $1.00 per $100. This is the precise 
result which would be reached by an income tax; and we shall not 
be fixing arbitrary rates, but shall follow a sound principle, if we 
select these rates for the taxation of intangible and tangible personal- 
ty under a classified property tax.* 

Such a plan of classification will not increase the burdens fall- 
ing upon real estate, and can therefore work no hardship to this 
class of property. If carried out under proper methods of admin- 

*This subject Is treated more fully In the Proceedings of the National 
Tax Association, III., 95-105. 
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istration, it will tend to increase the revenue secured from personal 
property, and lighten somewhat the taxes upon real estate. That, 
at any rate, has been the effect of the classification of intangibles in 
a number of states, and the same result may be expected to follow the 
imposition of a moderate and reasonable tax upon tangible property. 
In short, classification may be employed — and this is the only justi- 
fication for employing it — in such a manner as to adjust the rates 
of taxation to the economic characteristics of the different classes 
of property, and thus make our tax laws workable. No tax upon 
any class should be higher than can be collected with reasonable cer- 
tainty; none should be permitted to drive out of a community persons 
or capital or industry. The aim should be to collect from personal 
property as much revenue as can be secured with certainty and equal- 
ity; and such a plan will benefit and not injure real estate. 

But classification does not solve all problems. Tax laws do not 
enforce themselves, and even a classified property tax will not oper- 
ate to best advantage without good administration. There is need, 
therefore, of improving the local machinery of assessment, and pro- 
viding for control by a competent tax commission over the entire 
administration of the tax laws. Neither central control nor classi- 
fication can by itself solve our taxation problems. Each plan needs 
the help of the other, but together they offer a remedy for the evils 
of the general property tax. 

Of course classification has its dangers. Arbitrary taxes may be 
levied; favors may be extended to this, that, or the other class of 
property or business; hostile discrimination may be made. But it 
is hard to imagine more arbitrary taxation than results from the gen- 
eral property tax, hard to conceive of a system more given to favorit- 
ism than the present, and hard to contrive discriminations more hos- 
tile than those resulting from the actual operation of the so-called 
uniform rule. On the page of the statute book the old system may 
seem the simpler, but in practice it has always resulted in arbitrary 
and unjust discriminations. Classification we have always had, and 
shall have, in any event. The only practical question is whether 
the method of classification shall be prescribed by statute or result 
from unequal enforcement of obsolete and unworkable laws. 

STATE INCOME TAXES 

The fourth and most recent proposal is to introduce state in- 
come taxes. A dozen years ago this would have found little favor in 
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any quarter. Some sixteen states had attempted at various times to 
tax incomes; but the results ■were invariably farcical, and it came to 
be the general opinion that no state could or should employ the in- 
come tax. This opinion, however, was based upon a superficial exam- 
ination of the facts. State income taxes, it is true, had everywhere 
failed; but they had always been part of an imworkable system of 
taxation, and had been administered by local boards of assessors. The 
experience of the states taught, conclusively, that under such condi- 
tions, income taxes could not be collected; but that is all it proved. 
Under different conditions it was at least conceivable that there might 
be a different result. 

The situation was, in fact, similar to that which existed with 
reference to the taxation of intangible property. The attempts of 
the states to tax intangibles were about as farcical as their efforts to 
levy taxes upon incomes ; and not so long ago experience was sup- 
posed to prove that this class of property could not, and therefore 
should not, be taxed at all. ' But we now know that the failure was 
due to the uniform rule of taxation and to the local machinery of 
assessment. Recent experience shows that, by classifying intangibles 
and introducing better methods of administration, our states can 
tax even this most elusive class of property. Why should the case be- 
different with the taxation of incomes? It was inevitable, therefore, 
that the success attending the new methods of taxing intangible 
property should lead to reconsideration of the question of the state 
income tax. 

Before discussion of this subject had proceeded very far, Wis- 
consin most obligingly came forward with an object lesson. In 1911 
that state enacted a well-considered law which levied a tax upon 
the incomes of individuals and corporations, and then exempted from 
local taxation intangible property, household goods, and farm machin- 
ery. It is impossible to consider in detail the structure of this tax 
or the manner in which it is adjusted to the state taxes upon corpora- 
tions ; for our purpose its important features are, that it imposes 
reasonable rates of taxation which do not exceed what any class of 
incomes can afford to pay, and that its administration is under the 
direct control of the state tax commission. In 1912, for the first time 
in the history of the state, Wisconsin taxpayers could feel that they 
were asked to pay a just and reasonable tax, and had assurance that 
the law was going to be enforced without fear or favor in every tax- 
ing district. The result was that they generally came forward with 
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honest declarations of their incomes and, without important excep- 
tions, cooperated loyally in the assessment of the tax. After two 
years of experience with the law. Professor Adams, of the Wisconsin 
Tax Commission, declares that the American, or at least the Wisconsin 
taxpayer "is the most maligned creature in the annals of fiction" ; 
and that "when confronted with an equitable tax and a fearless as- 
sessor, he is amazingly honest." It is not surprising, therefore, that 
8 number of states are now considering the advisability of introducing 
taxes upon incomes. 

But in the enthusiasm of the moment, the experience of Wisconsin 
must not be misread. Her income tax has proved successful because 
Intangible property was exempted from other taxation, the rates im- 
posed upon incomes were moderate, and the law was enforced by 
non-political assessors appointed for merit and responsible to the 
state tax commission. If other states superimpose an income tax 
upon a uniform system of property taxation, establish excessive rates, 
or leave the administration wholly to local officials, their experiments 
will be foredoomed to failure. The income tax can never be more 
than a substitute for certain parts of the general property tax; its 
rates must always be moderate; and it requires most careful and in- 
telligent methods of administration. Employed in this way, it is a 
useful adjunct to a good system of state and local taxation; but other- 
wise employed, it will prove a disappointment, and may even make 
a bad situation worse. 

As a practical matter, therefore, the states must choose between 
the income tax and the classification of personal property by the 
methods previously described. The two plans are merely different 
methods of accomplishing the same result, namely, the adjustment of 
taxation to the diverse needs and characteristics of different classes 
of taxable objects. A further point of resemblance is that neither 
plan will operate satisfactorily if its administration is entrusted to 
inefficient boards of local assessors. 

Although the income tax and classified property tax are to be 
regarded as different methods of accomplishing the same end, I be- 
lieve they are not equally well suited to the needs of every state. 
The former is better adapted for use in manufacturing and commer- 
cial districts, because in agricultural districts its high exemptions 
permit the average farmer to escape and therefore greatly diminish 
its productivity. It also involves a greater departure from established 
ideas and practices; and probably requires, at least when first intro- 
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ducedj better methods of administration. For the average agricultural 
state, therefore, and for states that are not prepared to revolutionize 
assessment machinery, as Wisconsin has done, the classified property 
tax is probably the better method. Upon the other hand, in states 
where manufactures and commerce predominate, and those in which 
suitable administrative machinery can be established, the income tax 
has strong claim to consideration; and, in my opinion, should be given 
the preference. 

It has been urged by some that the establishment of a federal 
income tax makes it difficult and even undesirable for the states to 
impose taxes upon incomes; and it has been said that such action 
would lead to double taxation. These objections are not well taken. 
If the federal government continues to tax incomes, as it doubtless 
will, there will be a positive advantage in assimilating state taxation 
to federal at this point. To the taxpayer who must return his income 
for taxation by the national government, it may well be more conveni- 
ent to make a return of his income for the purpose of local taxation 
than to make a return of his property. It will be possible also for the 
state and national governments to cooperate to some extent in the 
assessment of incomes, with the result that more complete and uni- 
form returns can be secured. Instead of introducing complications, 
the establishment of a federal income tax should facilitate and sim- 
plify the administration of state taxes upon incomes. The objection 
of double taxation is absolutely without foundation. Double taxa- 
tion, in the objectionable sense, can exist only with reference to 
taxes levied by governments of the same order. To levy a tax upon 
property for municipal purposes, another for the support of the 
county, and a third for the use of the state, does not mean triple 
taxation, in the objectionable sense; nor would a fourth tax, levied 
by the federal government, mean quadruple taxation. Taxpayers 
must now pay a direct tax to the United States in addition to the 
usual direct taxes levied for state and local purposes; and it makes 
no difference, so far as double taxation is concerned, whether the 
state and local taxes are levied wholly upon property or partly 
upon property and partly upon incomes. 

I have reviewed as fully as time would permit, the four leading 
methods by which it has been proposed to lay the wealth of the 
citizen under just contribution for the support of state and local 
government. Of other plants that aim at wholesale exemptions, and 
seek to concentrate taxation upon a few classes of property, I have 
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said nothing because I believe them to be undesirable and do not 
think that, after full and fair consideration, they will meet the ap- 
proval of the people of the United States. Reform of the intolerable 
conditions that now exist is to be sought by developing just and ef- 
fective methods of taxing the wealth of the country, and not by con- 
triving an ingenious system of exemptions. 

No single proposal, however, meets all the needs of the case. 
Partial separation of state and local revenues will greatly simplify 
the task of equalizing the burden of state taxation. The establish- 
ment of competent tax commissions and improvement of administra- 
tive methods wUl open the way to still further advance. The rest of 
the problem can be solved by right methods of classifying property 
for taxation, or by the introduction of state taxes upon incomes. 
Fortunately a number of states are already moving in the right di- 
rection, and will serve as trustworthy guides for others. Upon every 
hand we find gratifying evidence of progress and keen interest in the 
great problem of taxation. Another decade will probably carry us 
far toward the desired goal. 



Separation of Sources of State and Local Taxation 

J. E. FROST, FORMERLY OF THE STATE BOARD OF TAX COMMISSIONERS 



The best tax is the tax taken from the taxpayer without his being 
directly aware of it. The theoretical political economist will scoflE 
at this Statement, but the fact is, his philosophy takes little heed of 
the fancies and failings of common every-day men. His plans are 
drawn for a government whose citizens are all highly educated, un- 
selfish, and keenly awake to the duties and responsibilities of citizen- 
ship, not for plain people whose chief cares are to keep the wolf 
from the door and to leave their children better equipped for the 
battle of life than they were. 

Any system that fails to recognize the important element of 
human equation will fail both as a revenue producer and in popu- 
larity. The average man chafes and frets when the burdens of gov- 
ernment are placed directly upon him; he resents the law's restric- 
tions and exactions. The rocks strewn with the wrecks of nations 
are religion and law. We have steered clear of religion, but we are 
law-ridden. The best government is that which governs the least, 
affording the utmost of personal liberty consistent with the peace and 
welfare of society. The men who framed our government did so 
at a time when selfishness was sunk in patriotism, greed and personal 
ambition supplanted by necessity and high moral and physical cour- 
age. They were the brainiest and best the country afforded, selected 
carefully by a people whose passions were cooled to reflection, whom 
experience had sobered, and whose future demanded serious, careful 
thought and action. 

These men heeded not the voice of the sophist, the quack, the 
dreamer of dreams, but consulted the world's history of past ex- 
periences, and in the light of those experiences adopted a representa- 
tive form of government based upon unchangeable, fundamental prin- 
ciples, the only form of government that protects the weak from the 
strong, sparsely settled communities from the greed and aggression 
of the populous and powerful, or that affords the voice of the mi- 
nority opportunity to be heard in the deliberations of law-making. 
Under it laws were formerly few and simple, and the cost of gov- 
ernment light. Failing to profit by the world's universal lesson of 
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past experiences, we are rapidly abandoning inexpensive simplicity 
for costly complexity in government. 

The present tendency is to abandon immutable principles for 
experiments with doubtful theories. That the people are themselves 
the government has been forgotten, and the idea that government is 
something paternal, beneficent, charitable, standing over and caring 
for the people instead of affording them freedom and opportunity 
to care for themselves, has taken deep root. The result is that our 
statute books, both national and state, are filled with laws command- 
ing, directing, supervising, prohibiting and penalizing almost every 
line of professional, business or industrial activity. Each extension 
of the functions of government adds to the cost of government. No 
one ever has or will devise a plan of preventing its cost from falling 
upon the people, so we find ourselves painfully overburdened with 
a load of taxation that will continue to increase so long as the pres- 
ent tendency prevails. This burden of taxes, coupled with a multiplic- 
ity of laws interfering with the intimate personal affairs of the peo- 
ple has brought about a rapidly increasing dissatisfaction with, and 
a contempt and disrespect for, the law, its makers, administrators and 
judges. Misled by the political demagogue, the theorist and the un- 
scrupulous press and turning to widely advertised quack nostrums, 
the people are demanding more laws and still wider departures from 
tried and approved principles, rather than resorting to the surgical 
treatment that would remove and destroy these noxious growths and 
effect a cure. 

Under existing conditions and popular policies, we must expect 
not reduced but constantly increasing taxes. Th.e practical problem 
to be solved is, how shall we place our taxes so that they shall be 
distributed fairly and equitably and in accordance with taxpaying 
ability.^ 

Some taxes may, some may not be shifted; there can be no valid 
objection to and in fact there is much good reason to approve a tax 
that can be passed along provided that it finally falls upon the per- 
sons who ought to pay it. 

The rates and charges of all public service concerns are either 
limited by law or fixed by the interstate commerce or state public 
service commissions. Rates and charges are regulated so that the 
owners of these concerns may receive not more than a reasonable 
rate of interest upon the amount of money properly invested in them. 
Cost of maintenance, repair and operation must be taken into con- 
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sideration in fixing rates; taxes are of necessity included, with the 
result that entering into rates and charges, they are passed along 
to, and in the end paid by, the people compelled to patronize public 
service concerns. Every civilized person is forced to contribute to 
the railroads and other like concerns. Productive and consumptive 
abQity considered, one contributes about as much as another. The 
prices of commodities consumed by one remote from a railroad and 
by one near its tracks are equally influenced by transportaion charges. 
The prices received for their respective products are equally affected 
by the cost of transporting them or like products to the common mar- 
ket. Under our system of taxation the people impose heavy taxes 
upon the common carriers for road, school district and other purely 
local purposes which treated as operating cost become a factor in 
making rates, and in the end through the shifting process the people 
remote from the railroads are compelled to contribute to the support 
of the local institutions of their more fortunate brethren. 

Tax public service concerns doing business in a general way 
throughout the state for state purposes only and this wrong is right- 
ed and a fair equalization of state taxes effected. One of the su- 
preme difficulties of the general property tax as at present adminis- 
tered is inability to equalize the varying assessments of local asses- 
sors. The counly assessor carries in his heart a constant feeling 
that a full and fair assessment is not being made by other county 
assessors and that a fair and full assessment of the property in his 
county will result in burdening the people of his county with a heavy 
and unfair share of state taxes. This feeling is shared by the tax- 
payer and neither has any faith in the fairness or efficacy of the 
state equalization. 

As a matter of fact the geographical extent, the diversity of 
climate and soil, and the multiplicity of pursuits and products in the 
State of Washington, coupled with the expense and difficulty of ob- 
taining accurate information, all conspire to render the task of equal- 
ization a difficult and trying one and the results attained far from 
satisfactory. 

Those things that can and do shift the tax and that are in a 
position to exact a contribution directly or indirectly from all the 
people of the state should be taxed for the benefit of all the people. 
Such a course does away with state equalization, results in a distribu- 
tion of the burdens of state government that cannot be obtained in 
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any other way, leaves local property to be taxed for home purposes 
and brings home government close to the people. 

A desirable feature of the separate sources of state and local 
revenue is found in the fact that state taxes are paid directly into the 
state treasury, becoming immediately available for public purposes. 
Under the local system it is weeks, sometimes months, after taxes 
are paid to the local collector before they are paid over to the state, 
entailing an economic waste and a temptation to misuse public funds 
that are to be avoided if possible. 

Other subjects of exclusive state taxation should be those things 
which may be hidden from the local assessor, or that have not the 
ability to stand the usual rates of taxation. The supreme court of 
the United States has said, "A system which imposes the same tax 
upon all property regardless of its character, condition or class is de- 
structive of the principles of uniformity and equality in taxation, and 
of a just adaptation of property to its burdens." 

To adjust taxes, rates and charges somewhat in accord with the 
character and ability of person or property is but to conform to uni- 
versal business practice. The merchant does not exact the same 
profit from sugar that he does from silk. The lawyer and the doctor 
do not charge the laborer the same fee that they exact from the mil- 
lionaire. Freight rates are adjusted in accordance with the freight 
paying ability of the commodity carried. Federal customs duties and 
internal revenues recognize the principle and apply differing rates. 
A high tariff is imposed upon luxuries and a low tariff or none at all 
upon necessities while evil and undesirable things are sometimes taxed 
out of existence. The separation of the sources of state and local 
revenue permits the adoption of these well established principles, and 
in Washington at least would make possible the just taxation of many 
persons of wealth and luxurious habits who now pay little or no taxes. 

So far as I have been able to ascertain Washington is the only 
civilized state in the world that imposes the entire burden of gov- 
ernment upon the home, the farm, the merchant and the manufacturer, 
upon household goods, domestic animals and the fruits of toil gener- 
ally, and that permits predatory wealth to go scot-free. 

No one will maintain that the man whose most exhausting labor 
consists of clipping the coupons from green and gold bonds or col- 
lecting interest from mortgages upon homes and farms should share 
none of the cost of government. It is infinitely better, however, that 
he escape entirely rather than impose a tax that, confiscating income. 
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places a premium upon perjury and a penalty upon honesty. The 
solution of the problem lies in adjusting the tax to fit taxpaying abil- 
ity. Taxes upon intangibles should be at a low specific rate and un- 
changeable during the life of the obligation so that purchasers of se- 
curities may know exactly what the security means in terms of dollars 
and cents. It should be enforced by competent authority and paid 
directly into the state treasury. Such systems have long been in force 
in Pennsylvania and in Maryland with most happy results where they 
have served to relieve the forms of property here taxed to the limit 
of endurance from much of the burden. Some insist that taxes on 
intangibles are shifted to the injury of the borrower and business in 
general. This may be sound in theory but practice has proven exactly 
the contrary. 

My company employs about 200 men^ of whom several are home 
builders, putting their surplus earnings into clearing land and erect- 
ing homes. They are assisting in the development and upbuilding of 
our state, and we penalize them with cruelly high taxes. Others 
hand in their savings bank books and a large share of their monthly 
earnings for deposit in Seattle banks, frankly confessing that when 
they have accumulated enough they expect to return to Norway or 
Sweden as the case may be. We pay them a premium of four per cent 
for taking the money out of the country. In efEect we exact from 
three to four per cent per annum from the home building citizen 
and pay the home goiug foreigner about an equal rate. Can anyone 
contend for such a system? 

What we most need is not the money that filches away our earn- 
ings but the money that comes to clear lands, build homes, establish 
industries and furnish employment for labor. 

The State of Washington is possessed of an abundance of raw 
material, metals, mineral, coal and timber. Thousands of streams 
leap in glittering cascades from snow crowned mountains, supplying 
a source of power sufficient to turn all the wheels of industry that 
could be congregated on Puget Sound. We have a climate nuld and 
invigorating where human energy may be exercised indoors or out 
every day in the year. We have the grandest of harbors to afford 
shelter to the shipping of all the world, but we have a system of tax- 
ation that prevents their proper utilization, drives away industry and 
imposes the entire burden of government upon the immediate fruits 
of toil. 

I congratulate the University of Washington on being awake to 
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the situation and commend it for this conTention. I hope that the 
discussions here may stir up a breeze of inquiry that wUl disperse 
the fog of ignorance and special interest permitting the sunlight of 
knowledge and reason to illuminate the minds of the voters of Wash- 
ington^ so that speedy changes may be made in our constitution and 
our lawmakers afforded freedom to profit by the happy experience 
of other states and countries. 



VII. Administration and Amendment 



The State Board of Tax Commissioners 

C. R. JACKSON, PRESIDENT OF THE BOARD 



We have listened for three days to men of national and inter- 
national reputation discuss the problems of taxation^ and it must be 
evident to all of us that there is no panacea that can be applied to 
the ills of taxation. The case is of too long standing, the compli- 
cations too great to be cured by a nostrum. Think not that it is my 
purpose to propose a cure-all. I am here merely to explain, as best 
I may, the purposes for which your state board of tax commissioners 
was called into existence and to ask you to assist in making your 
board the power that it ought to be in directing the taxing machin- 
ery of the state, and above all, if I can, to familiarize you in a small 
way at least with, and to arouse your interest in, the conduct of this 
important branch of your state government, for it is axiomatic that 
no public official can do his best when the citizens themselves are 
apathetic. 

The state board of tax commissioners is nearly nine years old. 
It was born of a demand for a systematic study of tax problems 
and a crying need for the equitable adjustment of the burdens of 
taxation. The board was first charged with the duty of investigat- 
ing the revenue laws of the state in order that changes and modifica- 
tions in our laws might be brought about which would equalize the 
expense of government and set straight the irregularities existing in 
the taxing system of this state. It seemed expedient that there 
should be some organization within the state government which 
should give its entire attention to the question of taxation. Most of 
the problems of taxation are not new. They began when society was 
organized on a community rather than an individual basis, when men 
first found it practicable to organize for mutual protection and the 
maintenance of institutions for the common good. With the com- 
plexities of civilization, the complexities of taxation increased and 
along with them the difficulties of equitable administration. 

In every county in the state there are taxing bodies with varying 
ideas of values, with varying methods and varying interpretations 
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of the law; and it is necessary, in order that all who enjoy the priv- 
ileges of government should bear their just proportion of the ex- 
pense, that these varying ideas be standardized; and it was this ne- 
cessity that brought into existence this board which is charged with 
the duty of exercising general supervision over the taxing powers 
of the state. To advise assessors and boards of equalization as to 
their duties, to interpret the law in disputed cases, to visit, confer 
with and assist the assessors of the state in order that a just and 
equitable assessment may be obtained, not only as between individ- 
uals, but as between counties; these are the duties of the state tax 
commission. The value of such a central authority is readily seen. 
Certain uniform rules can be laid down for assessors and their dep- 
uties and yet the detail work of assessment can be done by men fa- 
miliar with local conditions and values. 

It is true that county boards of equalization and the state board 
theoretically corrected the errors made by the assessors' offices, but 
experience has demonstrated the wisdom of preventing mistakes where 
possible and thus doing away with much loss of time and unneces- 
sary friction. 

No small part of the work of the three commissioners is in con- 
nection with the state board of equalization of which they form the 
majority, the state auditor and the commissioner of public lands being 
the other members. The board is in session three weeks during 
September and at that time, those desiring to present matters to 
the state board of equalization may do so. The work of the majority 
members of the board is not confined to this short period, however. 
In the even numbered years, the tax commissioners spend most of the 
siunmer prior to the meeting in visiting the various counties of the 
state and taking sworn testimony from competent witnesses as to 
the actual consideration of sales of property during the assessment 
year. This testimony is compiled and checked with the assessment 
returned for the year and with this as a basis for comparison be- 
tween the actual and assessed value of property, the board of equal- 
ization fixes the ratio of assessed to actual values in the several coun- 
ties. The ratio so found is used by the board as a basis for the 
distribution of the state tax levy. In this work of ascertaining 
values the commissioners are able to familiarize themselves with 
values all over the state, become better acquainted with the assessors, 
auditors and taxpayers and convey much information to those with 
whom they come in contact. The advantages to be derived from this 
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particular kind of work can be readily seen^ for one of the most im- 
portant duties of any department of the state is the education of the 
people. Economists are agreed that the affairs of state are much 
more satisfactorily managed when the people understand and ap- 
preciate the difficulties that their officers are meeting. 

Another very important duty of the tax commission is the placing 
of values on the operating properties of railroads and street railways. 
This work consumes more than a month of the closest detail work 
each year. In placing the valuations on these properties, the board is. 
guided largely by verified detail reports of the operation of the 
companies for the preceding five years and by the physical valua- 
tions made by the public service commission for the purpose of fix- 
ing rates. Prior to June, 1913, the findings of the public service 
commission were binding upon this board for taxation purposes but 
the legislature of that year eliminated this provision and an original 
valuation is now made by the tax commission. After the general 
property ratio is determined upon by the state board of equalization, 
these values are equalized in accordance with the figures for each 
county and thus the railroads pay taxes on an assessed valuation in 
each county equal to the assessed valuation of the general property 
of such county. 

The collection of indirect revenues is one of the principal func- 
tions of the commission, and a small percentage of the moneys col- 
lected by this department pays all of the expenses of maintenance. 

The greater portion of this indirect revenue is received from 
inheritance taxes, for the collection of which this commission is en- 
tirely responsible. Although the inheritance tax law became effective 
in 1901, but little effort was made to enforce its collection until its 
administration was turned over to the tax commission in 1905. Some- 
thing more than 3,500 estates are handled annually by this office, 
and it is necessary to have a complete check on all of the probate 
cases in order that the state may not be deprived of its due. Sharp 
practice and trickery are not uncommon on the part of those who 
would evade the payment of the tax. In this connection we believe 
that this commission is rendering valuable services to the people of 
the state other than the collection of the tax, for by our system of 
checking the office is at all times in touch with the exact status of 
all estates undergoing probate and upon expiration of the statutory 
period, unless good cause is shown for delay, insists upon the estate 
being closed. In this way the commission stands between the negU- 
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gent and sometimes dishonest administrator or attorney and the heirs 
and thus prevents long drawn out periods of administration with 
consequent unnecessary expense. The estates of parties dying with- 
out heirs are also handled by this commission, and the amounts left 
after proper administration are escheated to the state and go into 
the permanent school fund. During the fiscal year ending April 30, 
1914, nearly $20,000 in cash and an equal amount in real estate 
were escheated to the state. The inheritance tax collections for the 
same period amounted to $154,822. 

The commission is also charged with the collection of the gross 
earnings tax imposed upon express companies and private car com- 
panies, amounting to something over $60,000 annually. The state 
liquor licenses are collected by this office and amounted during the 
past year to $61,300. In order to enforce this latter tax, it has been 
necessary to make many arrests and over seventy-five prosecutions 
were made during the past year. 

It will be seen by checking over the revenues of the office that 
the commission collected last year $251,607.58 exclusive of express 
and private car company taxes, the payment of which is being resist- 
ed by the companies. The entire expense of maintaining the commis- 
sion, including salary of commissioners, clerks, stenographers, trav- 
eling and incidental expenses, and printing amounted for the fiscal 
year to $16,044.21, leaving a net revenue collected by the commis- 
sion of $235,563.37. 

The three members of the tax commission, together with the 
commissioner of public lands and the state fire warden, constitute 
the state board of land commissioners. During the year ending April 
1, 1914, this board held more than fifty formal hearings, each hear- 
ing occupying an entire forenoon. In addition, the members are 
often called upon to make trips to various parts of the state to in- 
vestigate matters pending before the board. Much of this work can 
be performed in connection with the work of the tax commission, 
and yet a large part of the time of the commissioners is taken up 
with this important branch of the state's business. 

I trust that this detailed exposition of the duties that fall to 
the lot of this board has not been irksome to you. I have outlined 
the work of the board in order that you may have a clearer idea of 
the matters coming under its jurisdiction and the relation that each 
bears to the other. The citizens of this state and particularly those 
interested in the study of the problems of taxation can be of much 
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assistance to their officials by intelligent criticism and interest, and 
I am sure that the present board more than welcomes any sugges- 
tion that will increase the efficiency and value of the work done. It 
is our desire that all who will should examine carefully and well 
the methods employed and I assure you that the students of taxation 
will find the state board a willing helper. It is not possible to ar- 
rive at a satisfactory solution of our difficulties by short cuts or leger- 
demain — it takes time and work and persistence on the part of those 
specifically charged with the administration of tax laws, and intelli- 
gent effort on the part of all good citizens. 

It has been charged that the citizens of this and other states 
know little or nothing about the subject of taxation and that they 
care less. We do not believe that this is the case, but we do be- 
lieve that the opportunities for study have not been as great as they 
should have been, that often the faddist or the crank has been the 
only one that has been persistent in presenting his views to the 
people, and if your state board does nothing more than serve as an 
educator, its work has not been in vain. It is a time worn fallacy 
that the people of this and other commonwealths cannot successfully 
handle the problems of raising revenue for the maintenance of gov- 
ernment. All things may be brought about by intelligent study and 
cooperation, and we feel sure that the interest of the citizens as evi- 
denced by such gatherings as this, by the formation of societies for 
systematic study, and the wide-spread discussions in the public press 
cannot help but bring about better conditions. In passing permit me 
to offer one suggestion to the student of taxation; approach the sub- 
ject with open mind and open heart, determined to see all sides 
and to use reason in all things. 

Permit me to enumerate again the everyday duties of your state 
board before mentioning a few of the larger problems with which 
it must deal. It must advise and direct assessors, county commis- 
sioners and boards of equalization in the matters of assessment; it 
must place valuations on the railroads, street railways and telegraph 
lines ; it must collect the indirect revenues coming from inheritances, 
state liquor licenses, and escheated property; its members must serve 
on the state land board. These matters require the daily attention of 
the board and its staff, but this is not all. 

You will notice that I have avoided any criticism of existing 
laws or practice, that I have put forward no plans for reorganizing 
the taxing system of this state. There is a reason for not doing so 
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at this time. In the first place, these matters have already been 
discussed before this conference by men far more able and more 
conversant with the subject, and in the second place this board is 
not yet satisfied with its labors in gathering, classifying and inter- 
preting the data upon which it intends to base certain conclusions 
and recommendations to the next legislature. The members of the 
present commission are engaged upon a searching inquiry into the 
conditions within the state and are gathering from every known 
source the experiences of other investigators, so that the recommenda- 
tions of this board may be as sane and thorough as possible. The 
problem is worthy of the best thought and most careful study that 
can be given it, and the commission has no desire to form snap judg- 
ments or to recommend freak legislation on a subject so close to 
every citizen and so vital to our great commonwealth. That reme- 
dial legislation is necessary is apparent to even the casual observer, 
but iU-advised legislation would only complicate the already unsat- 
isfactory condition. 

In conclusion let me say that your state board of tax commis- 
sioners is fully aware of its responsibilities. Its one hope is to 
work out a better way of handling the problem of raising the neces- 
sary revenue for the conduct of this state government and to so ad- 
minister the laws relating thereto that its citizens may feel that they 
are each bearing a just proportion of the expense. With the aid, 
advice and cooperation of those earnest citizens who are anxiously 
endeavoring to bring order out of chaos, we feel sure that the time 
is not far distant when Washington can take its place in the vanguard 
and be noteworthy for its sane, intelligent and equitable system of 
taxation. 

DISCUSSION 

Oliver T. Erichson: I would like to ask a question. I think I 
understand it very well, but I will ask the commission here what 
was asked me today. It is very often stated in the press and by the 
people on the street that the valuation should be kept down in the 
county because the lower you keep it the lower your state tax will 
be. Now, I have had that explained to me by members of the tax 
commission. That is not true. The state taxes are made out on the 
basis of one hundred per cent valuation. Still that story keeps on 
circulating all the time, that it is advisable for the assessor to keep 
down the valuation to save on our state taxes. 
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Mr. Jackson: I would like to say in answer to Mr. Erickson's 
question that about two months ago, I think in the Seattle Times, 
was published an editorial which complained in a general way about 
the system which gave King County, Spokane County and Pierce 
County, the three largest counties in the state, a high ratio as com- 
pared with the ratio given to the smaller counties. The article did 
not attempt to show, but stated that on that account the three coun- 
ties had to bear a greater proportion of the taxes than they are 
entitled to bear. As a matter of fact, the higher the ratio is, the 
less the state levy as proportioned to those counties, because every 
county tries to get a high ratio, that is, the ratio of the assessed 
valuation. The editorial writer who wrote the editorial had the con- 
ditions exactly reversed from what they are. We find as nearly 
as possible the actual value of at least one hundred or two hundred 
pieces of property in a county in the summer of the even numbered 
years. We compare that with the assessed value which is returned 
by the assessor for that year, and in that way get a ratio on which 
he is assessing property to its actual value, and use that ratio in 
the distribution of the levy. That is, we raise all the property in 
his county to one hundred per cent, find out what it would be worth 
if he was assessing it at one hundred per cent, and in that way we 
distribute the levy for the different counties. 

The Chairman: I think all of you must have noticed among 
those who have discussed the general question of taxation in this con- 
ference, a general agreement as to the necessity of a state tax com- 
mission with even larger powers than are given to our own tax com- 
mission at the present time. That is one of the interesting points 
that have come out in the papers that have been before us, as a result 
of the experience of the country in general. 



A Budget System for the State of Washington 

LESTER M. LITENOOOD OF SPOKANE 



The United States is the only great nation that has never had 
a budget; that has never operated under a definite financial plan. It 
is not because our form of government is inconsistent with the theory 
of a budget, for the German Empire which is composed of a federa- 
tion of states and has many points of similarity to our government 
has a well developed budget system. Mr. Bryce in his "American 
Commonwealth" makes the following pertinent statement concerning 
our appropriation system: 

"Under the system of congressional finance here de- 
scribed, America wastes millions annually. But her wealth 
is so great, her revenue so elastic that she is not sensible 
of the loss. She has the glorious privilege of youth — the 
privilege of committing errors without suffering from their 
consequences." 

From the enormous increase in public expenditures in the last decade 
and the growing restlessness of the taxpayer in every part of the 
country we are led to believe that America is emerging from this per- 
iod of the "glorious privilege of youth" mentioned by Mr. Bryce and is 
now suffering from her follies like other nations. 

The same condition prevails among the state governments. None 
of them have ever had a real budget system and it is doubtful if 
many of them know the underlying principles of such a system. 

In fact, it has remained to a few of our largest cities to first 
adapt to their use a system which practically all European countries 
liave long considered absolutely necessary to secure economy and 
efficiency in the administration of public finances, leaving out of 
consideration our great private corporations which could not do busi- 
ness on any other plan. 

The object of this paper is to set before those citizens who are 
interested in economy and efficiency in the administration of the 
finances of the State of Washington a few of the most glaring defects 
of our present system and then to point out how the operation of a 
proper budget system would obviate these defects. 

(253) 
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OUR PRESENT SYSTEM 

Laws. Under the provisions of the constitution of the state ap- 
propriations runnuig for a longer term than two years are prohibited. 
The statutes of 1910 provide among other duties of the state auditor 
thai he shall "digest, prepare and report to the legislature at the 
commencement of each biennial session estimates of revenues and ex- 
penditures for the next succeeding year." He is also required to 
Include in his report statements of appropriation balances, receipts 
from all sources and the public debt. 

These are the principal laws relating to the subject in hand. The 
two year limit on appropriations absolutely prohibits "permanent" 
appropriations, a form of appropriation used extensively by the fed- 
eral government and other governments for the care of non-political 
institutions or needs of a more or less permanent character. It is 
admitted that this provision has some beneficial results but it is a ques- 
tionable if these are not more than offset by the evils of forcing 
our permanent educational institutions into politics by making them 
fight for their very existence every two years when their minimum 
needs are never less than a known sum. 

Appropriation Procedure. While the state auditor is required by 
law "to digest, prepare and report" the estimates of revenue and 
expenditure to the legislature, as a matter of practice he exercises 
no supervision over these estimates and does merely the mechanical 
work of transmitting them to the legislature. The estimates are 
really prepared by the heads of the departments or institutions and 
submitted to the committees on appropriations of the senate and house 
respectively, and if there be any question as to the appropriation 
being correct the heads of the various departments are called before 
the appropriations committee for explanations. 

Under our present laws and procedure the result is that there is 
no "esprit de corps" among the state departments, offices and insti- 
tutions. While each of these is under the governor to a certain ex- 
tent in administrative matters, in financial matters each is almost su- 
preme in itself. Each sees only its own desires and ambitions with- 
out any perspective of the needs of the state as a whole and the im- 
portance of the department, office or institution in comparison with 
others. And each of these is allowed to go before the legislature and 
work for its own interests even against the interests of others, or 
of the state as a whole, often times ; and the appropriations they se- 
cure at last are generally indicative of their influence with the mem- 
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bers of the legislature and their abilities as lobbyists, respectively. 
Before sending their estimates to the legislature they pad them from 
25 to 50 per cent to allow for probable pruning of the legislature and 
thus it is impossible for the legislature to know what their actual 
needs are. While the state auditor is required to submit statements 
of revenue and expenditure in his report to the legislature, these 
statements are gotten up in such form as to be useless for informa- 
tional purposes and are not only a waste of public money spent in 
printing but are a waste of time spent in reading them. The name 
of every person who has received state money is faithfully reported 
but there is no classification of revenues or expenditures according 
to objects of expenditure or functions of government. The reader 
cannot tell how much the state spent for salaries, wages, supplies, 
equipment, etc., or for such functions as education, protection of life 
and property, overhead, etc. There is no attempt to use the expe- 
rience of the past in the matters of expenditure by comparative tables, 
cost data, etc. The legislator has nothing before him giving him 
accurate information as to the needs of a particular department or 
function by showing the actual cost of operation in the past and what 
values were received for such outlay. 

The legislature meets only once in two years and remains in ses- 
sion for only sixty days. It is composed largely of new men who, 
besides being not only unfamiliar with legislative methods and pro- 
cedure, are absolutely ignorant of the needs of the various depart- 
ments or functions of the state government or what these have ac- 
complished and the cost thereof during the last biennium. Each mem- 
ber has his own pet measures by which he hopes to make a hit with 
his constituents, but which may carry with them an unnecessary or 
extravagant use of the public funds. Then comes your department 
head with his padded estimates constructed on no basis of the needs 
of the state as a whole or of the various departments with relation 
to each other. Out of this raw mass there come within sixty days 
your finished appropriations, which, except for such items as the 
governor sees fit to veto, he has to live and work with for the next 
two years. If the state taxes are higher as a result, the governor 
lays the blame on the legislature and the legislature blames 
him, and in the meantime the taxpayer, not knowing where 
to place the blame, foots the biUs. This process is repeated 
every two years, but with a gradual increase of the taxes each time. 
He has no means of knowing whether the state is getting a dollar's 
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worth for every dollar spent or not. There is not even a balance sheet 
published to show how the state actually stands at any given moment. 
No wonder the taxpayer gives a sigh of relief when the legislature 
adjourns. He knows then that it will be two years before his taxes 
can be raised again. A few figures recently published wUl serve to 
illustrate this tendency to financial recklessness of the present gen- 
eration. 

The per capita cost of government in this state increased from 
$10.40 in 1890 to $12.47 in 1900, to $24.18 in 1910 and to $31.43 in 
1913. 

The taxes to be collected in 1914 are 10^4 times greater than 
those of 1890 while the assessed valuation has not even tripled in 
the same time. 

If the pro rata expenditure for the government in 1913 were 
based relative to population on the needs and outlay of 1910 the 
total levy for all purposes in 1914 would show a saving of $9,283,510. 

The appropriations of the last legislature against the general 
fund were $7,922,544.51 of which $1,041,350 was for pork barrel 
measures. The result is that the general fund has to be replenished 
by borrowing from the permanent school fund at 3^^ per cent in- 
terest. 

This persistent mortgaging of public credit in the case of the 
state government and the public school system where the business 
of both should be conducted on an estimate and taxation basis has 
added in 23 years to the ordinary burdens of the taxpayers the sum 
of $10,365,158. 

To the two state tax funds of 1890, general and nulitary, have 
been added eight more, and the sum of the appropriations made for 
the state in 1891 has increased from $1,935,331 (including the mil- 
itary tax) to $19,742,334 in 1913. 

In other words, our present system, along with that of other 
states, not only invites enormous waste of public money but it breeds 
"log-rolling" and "pork barrel" methods. 

The two fundamental defects of our present system are these: 
There is no means of locating responsibility in the administration of 
the state finances because there is no financial policy or plan to com- 
pare results by; and there is no information available to the legis- 
lators and the public at large as to what has been done during the 
past biennium. 
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THE OPERATION OF A BUDGET SYSTEM 

There are two fundamental principles underlying the theory of a 
budget system: (1) Furnishing the lawmakers and the public at 
large with complete and accurate information, properly classified and 
clarified, concerning the administration of the government's finances 
during the completed biennium or fiscal period, and estimates for the 
coming biennium similarly classified and based upon this information; 
and (2) locating responsibility for financial administration and poli- 
cies. 

As has been pointed out, neither of these results is secured under 
our present system. 

In essence, leaving out technical phraseology, a budget is a defi- 
nite financial program for the ensuing biennium or fiscal period put 
forth by the administration and for which the administration stands 
responsible to the people for its success or failure. It is based upon 
and accompanied by accurate data prepared by experts who are on 
the job all the time and familiar with every detail of each service. 

The English system of administration of the public finances illus- 
trates very well the operation of the budget system. The English 
system may be described briefly and in general terms as follows: 

The chancellor of the exchequer prepares the budget speech out- 
lining the financial program of the party in power in control of the 
administration, and presents to the parliament and the public the 
financial policy of the administration. It is accompanied by the de- 
tailed estimates of appropriations also prepared and scrutinized by 
the treasury. The chancellor then goes before parliament and de- 
fends his program after he has moved that the estimates be adopted 
as a bill. As a member of parliament he is enabled to do this. The 
administration has complete charge of initiating financial measures. 
The parliament later considers the estimates in detail sitting as a 
committee of the whole, and the opposition attacks the estimates, but 
while parliament can decrease an estimate (or vote as it is called 
there) it cannot raise it. The result is that the administration or 
party in power stands or falls by its financial program and the country 
at large knows the opening day of parliament what to expect in the 
matter of financial legislation and whom to blame if anything is wrong. 

In our country neither the administration nor the legislature 
can be held strictly responsible. While the theory of the message 
of the president or governor to the legislative body was evidently 
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intended to allow for the presentation of a budget as in England, 
from which a great many of our institutions were copied, the fact 
that none of our cabinet or administrative officers was given a seat 
ia the legislative branch probably caused our ancestors to early de- 
part from the English system. 

A scientifically prepared budget should contain: 

1. A budget message or statement by the executive of the sub- 
jects to which special attention is invited. 

2. A summary financial statement showing present conditions 
and past results. 

3. A summary of contracting and purchasing relations showing 
what the state has bought and paid for. 

4. A summary of estimates showing estimated receipts and es- 
timated expenditures by significant totals. 

5. A summary of changes in law proposed by the administration. 
Of course this budget would be supported by detailed estimates with 
comparative tables of expenditures for the past years, complete cost 
data, etc. 

Now applying these principles to our form of government with- 
out making any radical changes in the organic law of our state, sup- 
pose our governor should take upon himself the responsibility for the 
administration of the public finances ; should use his power over his 
subordinates to secure in advance of the meeting of the legislature 
accurate estimates of the needs of the various state services and 
scrutinize these carefully, pruning where necessary to make them fit 
into the needs of the state as a whole and harmonize with their relation 
to other services; should have the expenditures during the biennium 
properly classified so as to show the actual cost of operation of each 
function or activity to be used as a basis for new grants ; then sup- 
pose he should say to the legislature as the governor of one of our 
foremost eastern states was advised to do by a budget expert re- 
cently : 

"My experience as a business man will be used in re- 
ducing the expenses of the government wherever such rea- 
sonable reduction will be made and of preventing needless 
increases. This has been said time and time again but in- 
creases have been made and the blame cannot be placed 
under our system. The governor puts it upon the legis- 
lature, the legislature puts it upon the governor. Now, 
I propose a new procedure. I shall give hearings to all par- 
ties who wish appropriations before the legislature. Then 
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I will make a budget of what is to be expended and how 
much money is necessary to meet this expenditure. I will 
hold this budget on the desk in my office. I will send a 
message to the legislature containing its main points. I 
shall then say to the legislature: You present to me in sepa- 
rate bills any expenditures which you wish to make. I 
shall pass upon each bill, and if it fits into this budget which 
I have made and is a reasonable request, I shall sign it. 
If it does not, I shall veto it. If you send me a big bill 
with good items and bad items in it, I shall send it back to 
you or veto it. I want no riders upon appropriation bills. 
I want each item for each appropriation to come to me on its 
merits. I shall see to it that our revenue and the appropria- 
tions which you make check up and if they do not, I shall 
ruthlessly veto every item which does not agree with that 
budget. If bills come to me which are good but which ex- 
ceed the sums which should be alloted I shall say to you, 
you recall these bills by joint resolution at once and fix them 
over to conform to this budget or I will veto them. I am 
willing to go before the people of this state and to assume 
the responsibility of a business administration, and if at 
the end of the year I have not carried out my promises as I 

make them to you now, you can say to me, 'Governor , 

you assume the responsibility yourself and here are the in- 
creases and we hold you and nobody else responsible.' " 

What would be the result.^ Would not the legislature have be- 
fore it at the beginning of the session information which it has never 
had before, information upon which to base appropriations and which 
it has heretofore secured in a more or less meager way by hearings 
behind closed doors.'' Would not the public know at the beginning 
of the session the real needs of each service of the state, the revenues 
available to meet these needs and what the administration proposes to 
do with respect to them? Will the people not know whom to blame 
for increased expenditures ? When the legislature sees that the gov- 
ernor will veto every appropriation that does not fit in with his 
budget system based on actual needs of the service will this not stop 
"pork barrel" and "log-rolling" methods? 

The governor has the whip hand and can control the situation as 
he wishes if he has the backbone; and the people will support him 
always in such matters of efficient administration if he takes them into 
his confidence. 

Those proposals as outlined here are not new and untried the- 
ories. They are supported by the very best practices of our great 
business corporations of today. As Dr. F. A. Cleveland, formerly 
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chairman of the president's commission on economy and eflBciency 
and now director of the New York Bureau of Municipal Research, 
very ably puts it: 

"While officers of a private corporation are not ordi- 
narily limited by law in such manner as to make it necessary 
for them to act under formal appropriations, it is the ordi- 
nary method of transacting business to have the president of 
a corporation lay before the board, at its annual meeting, 
a report which is also made available to citizens or stock- 
holders; it is common experience for the president, as the 
responsible head of the executive branch, to set forth what 
has been done during the past year and what it is proposed 
that the corporation should do during the next year; it 
is common experience for the president as head of the 
administration, to accompany his proposals with estimates; 
it is common experience for the executive, as the head of the 
administration, to submit estimates with recommendations as 
to how proposed expenditures shall be financed. These data 
are submitted to the board and made available to the public 
or the stockholders as a basis for consideration before au- 
thorization is given to go ahead. On the character of the 
report submitted, as well as the character of proposals made, 
the president of a corporation expects to obtain the support 
and cooperation of the board, in so far as his record may 
entitle him to support and his report and proposal may in 
their judgment accord with the ends and purposes of the 
institution which they represent. When the proposal of the 
executive is thus clearly stated, responsibility for action 
taken is definitely located. In case there is a division of 
opinion between the board and the executive, their differ- 
ences are clearly defined and may be acted upon by stock- 
holders or citizens, as the case may require. It would be 
little less than insane for the trustees of a private corpora- 
tion, as the representatives of stockholders, to pass a by-law 
requiring that each department and division head shall re- 
port to the board direct what he may think ought to be 
done with the estimates of costs, without having these mat- 
ters first passed upon by his executive superior. Under, such 
circumstances the board could not expect to act on the best 
advice; what they could expect and invariably would receive 
would be proposals for expansion and corresponding pro- 
posals for expenditures that would bear no relation to the 
ability of the corporation to finance them. Such a require- 
ment is just as adverse to intelligent planning and to the 
economic execution of plans in government work as they 
would be if imposed by the board on a private corporation." 
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Our present theory of making appropriations is wrong. The 
first formal responsible official act relating to public expenditures 
should come from the executive who is in control of all the ma- 
chinery and expert service of the government that has to deal with 
the problems of administration instead of from the legislature. In 
other words, the executive and those under him are required to live 
with problems of public business and at all times in close touch with 
public service, whereas the legislator has only an occasional contact 
aind then represents the view of a local constituency rather than the 
view of the whole electorate. 



A Constitutional Amendment 

CHARLES H. SHIELDS, PRESIDENT, WASHINGTON EQUAL TAXATION LEAGUE 



Preliminary to the discussion of constructive and remedial tax 
reform, which the title of this paper would indicate, I desire in the 
interest of public good to ask your indulgence for a brief time in 
the discussion of a phase of the tax problem which cannot in my 
opinion be reached by remedial revenue measures, and for this rea- 
son should be given very serious and careful thought. I refer to the 
unrest, the discontent and the general complaint of existing revenue 
laws of this and other states. These complaints may be summed up 
as a popular demand for tax reform. We have in our state, and 
among our very best citizens, men who unfortunately, I think, are 
much misguided, uninformed, or misinformed on matters of taxation 
— men who by reason of burning desires to relieve humanity of all 
its ills, irregularities and weaknesses, which to a great extent are man- 
ifest in government, would overturn our entire social structure and 
revenue system to the end that they might put into effect their 
theory of so-called tax reform. There seems to prevail among the 
advocates of this peculiar threatening so-caUed tax reform system, 
the opinion that the social soil and political atmosphere of the Pacific 
Coast states are most admirably adapted to its culture; and to justify 
their claim they shout with clarion voice from the hilltops, proclaim- 
ing: "Behold, this unrest, this infection, this high fever for tax re- 
form, this popular demand for remedial tax legislation. Is not this 
complaint the distant rumbHng of the storm which is soon to break 
forth in all its fury unless our method of securing revenue is adopted.? 
Is not this great commotion sufficient evidence of the failure of 
the present revenue system — the general property tax?" The point 
I desire to make clear is this: I admit there is a justifiable demand 
for remedial tax legislation. I most emphatically deny, however, that 
the greater portion of this fever for tax reform is due to the short- 
comings of the present system of taxation; I contend that it springs 
very largely from the ever rising tide of taxation. 

I assume the object of this conference to be the dissemination 
of rational and scientific knowledge on matters of taxation. This 
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being true, we can ill afford to pass this very vital phase of the prob- 
lem with which we are dealing, without giving it most serious and 
careful consideration. That this demand for tax reform springs 
very largely from the sting of each rising tide of taxation and not 
so much from existing methods of raising revenue, is evidenced by 
the fact that there are as many methods of securing state and local 
revenue as there are states. If the source of this agitation was due 
to the revenue systems in vogue in the several states, certainly one 
among the many in the union would be free from this infection. 
There is not a state, however, that is free from this tax reform agi- 
tation. It varies in degree only. In fact, there is not a nation 
which has made material progress in the past decade that is not ex- 
periencing this demand for tax reform. In the face of these facts, 
are we not fully justified in the conclusion that the source is of a 
general character and at best can in part only be due to the present 
manner of taxation; and are we not further justified in the belief 
that this general cause is very closely connected with social, material 
and commercial progress? 

The second point I make is that the tide of taxation must rise 
as civilization advances, and that the gospel of reconciliation is the 
only remedy for this phase of the problem consistent with our on- 
ward and upward march to higher and nobler planes of human ac- 
tivity. History shows us that taxation has for 6,000 years been a 
most perplexing and vexatious problem. Every conceivable method 
has been resorted to, to ease the load, to soothe the pain, but al- 
though the taxes were modified, there could be but a psychological 
change — the burden remained the same or greater. If we are to 
have government, we must have revenue. Revenue in its final analy- 
sis is but human energies expressed in tokens called "dollars" made 
official by government approval. If this old world stands for an- 
other 6,000 years, I fancy this struggle to secure governmental rev- 
enue, blood for the political body out of the atmosphere and the 
earth independent of and free from human energies will continue, 
for I fear there will always be among us those reformers who, failing 
to understand the certainty and rigidity of the law of compensation, 
will seek in vain for a perpetual gushing fountain of revenue with 
which to maintain state and national governments. What the citi- 
zens of this great commonwealth need most at this time, is a better 
understanding and a keener appreciation of their relation to gov- 



264 TAXATION IN "WASHINGTON 

ernment. Taxation is a science and lies at the very foundation of 
organized society. It is the life-blood of the state. Governments 
deprived of this function would perish. Whatever of advancement 
civilization has made in the past is due to the exercise of the func- 
tion of taxation, and whatever its future progress may be, will, I be- 
lieve, essentially be dependent upon a wisely, fairly, justly and effi- 
ciently administered system of taxation. 

Since the hope of the race is centered in organized society, and 
as organized society cannot exist without some system of taxation 
to secure revenue, how necessary it is that every member of society 
should give a most serious consideration to a subject upon which 
depends the very life of our social body, without which we would 
sink into utter intellectual and moral darkness. I regret to say that 
we have citizens — good ones in most ways — who look upon taxation 
as a burden exacted of them by an unfriendly government and for 
which they get nothing in return. Indeed, I have read in tax reform 
literature published in this state, and even heard proclaimed from 
the public rostrum many times in this state and in Oregon, the most 
unfriendly term applied to the function of taxation; viz: "Fining 
the individual for his enterprise, his thrift; taking from him un- 
justly that which he has created." 

Our citizens should understand that taxation is merely a de- 
mand of government exacting from the individual a portion of his 
energies to support government — that which makes it possible for 
him to enjoy life, peace and the pursuit of happiness, and the prod- 
ucts of his labor, that which guarantees that where he sows he may 
also reap. Governments are what the people make them. In fact, 
governments are made in the likeness and image of their creators. 
If the functions of governments are few, they require but little blood 
or revenue, but little or a slight portion of human energy to maintain 
them. Increase governmental functions and the demand for revenue 
increases in exact proportion. There can be but little, if any, in- 
tellectual, social, moral or material advancement, without a corre- 
sponding increase or enlargement of governmental functions. Gov- 
ernments may be likened to a mirror in that they reflect the stand- 
ards of their citizens; governments, therefore, of necessity, most 
move up or down with their creators, the people, measured in the 
scale of material and social progress. In the three decades last 
passed, greater strides have been made in social and material prog- 
ress than in any ten previous ones; indeed this contrast could be 
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well enlarged. Functions of government have of necessity kept pace 
with this development and taxes have in turn kept pace with the 
increase of governmental functions. The growth of these functions, 
responsive as they are to the law of environment, has not been much 
noticed as the functions in turn were responsive to public duties. 

The sting of an ever increasing tide of taxation was until within 
the last five years borne with a greater degree of fortitude than now 
by reason of a compensating industrial and profit taking period. 
This rising tide of taxation is now breaking over the dykes of in- 
dustrial greed; it is gnawing at the banks of accumulation; it has 
become alarming. It is causing fear, unrest and discontent among 
our citizens because of a lack of correct knowledge as to the real 
source of the trouble. Increased functions of government, creatures 
if you please of our own handiwork, following the law of self-pres- 
ervation, are demanding of their creators revenue with which to sus- 
tain them in the performance of the labors for which they were cre- 
ated. If governments, local, municipal, state and national, are to enter 
the field of positive beneficence, as is preached by some of our pres- 
ent day reformers, and as has been recently stated to the extent that 
in the near future we may expect that public utilities will be operated 
free at the expense of the taxpaying public, we may be certain that 
the tide of taxation must continue to rise and at a more rapid rate 
than we have experienced in the past. Our hearts all respond, I am 
sure, to such acts of humanitarianism. The question is, will the 
people respond with the price? Is it not the price which we are 
now paying that is the cause of this commotion, this demand for 
tax reform, more than it is the method we are employing in the 
levying and collecting of the taxes? In other words, are we not 
forgetting the service that is rendered us by government, but ever 
having before our eyes the price? Here lies a weakness in hu- 
manity with which we must reckon. We are too apt to be carried 
away with idealism. 

But few if any question the need of changes in our revenue 
system, to the end that the complexities of commercial intercourse 
into which we have come in this, the twentieth century, may be 
treated in a more just and scientific manner with reference to the 
payment of .taxes, in proportion to the benefits received and the 
ability to pay the taxes. There seems to be no escape should there 
be such a desire from the fundamental principles that the tax should 
be paid in a measure commensurate with the benefits received, con- 
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pled with the ability to pay. Keeping this in mindj it should not 
after all be such a very difficult matter to arrange a plan of taxa- 
tion that would mete out justice to a satisfactory degree. 

Having thus disposed of the more general source of this agita- 
tion for tax reform, we can, I believe, approach with a clearer vision 
the field of constructive and remedial reform. My plan of reform 
would be: 

First: Secure efficiency in the administration of whatever rev- 
enue laws we may have, without which we can have but little hope 
of betterment; with which will come a higher degree of equality 
so much to be desired. It is well known that the price of democ- 
racy is inefficiency and that the price of efficiency is to a great extent 
bureaucracy. I am of the opinion, however, that the citizens of this 
great commonwealth — even though bureaucracy be the price of effi- 
ciency — can well afford to turn over to our state tax commissioners 
the full authority of the assessment of property in the entire state. 

I would therefore have established a system of civil service 
for the examination of applicants for the position of state assessors — 
one state assessor for each state district, which would be each county. 
Where required these state assessors should have the power to ap- 
point deputies, all to hold their positions so long as they proved 
efficient and otherwise worthy. Under such a plan the assessors 
would be free from local and political influences, the result of which 
can well be imagined. Their retention in office would depend entirely 
upon their efficiency. They would be accountable to the state tax 
commission only. Such a system would, I believe, soon bring about 
a skilled force of assessors which in turn would mean equality in 
assessments. The property of the several districts or counties would 
be assessed in the interest of the whole state. This in a large meas- 
ure would obviate the very perplexing problem of equalization be- 
tween counties, which under existing methods, each county assessor 
having in mind that a lower valuation of the property in his county 
than that in the adjoining county would mean a saving to his con- 
stituency, can result in an injustice for which even a state board of 
equalization can make but barest reparation. This condition will, I 
believe, disappear under the plan of appointment, and result in a 
higher degree of equality in the assessment of the property now 
reached, and wiU no doubt bring to light much property that has 
under the present system escaped taxation. 



VII. ADMINISTRATION AND AMENDMENT 267 

"The State of Ohio now has a similar law in force. It has 
worked a wonderful change in many ways. The first year of its 
operation the increase in the assessments of intangible personal 
property in a number of counties averaged as high as 200 per cent," 
so writes F. E. Munn, chairman of the state board of tax com- 
missioners of Ohio. He further says, "This law proves that personal 
property can be uncovered with the proper kind of officials," and 
adds, "The new law is adding millions to the duplicate. We are ex- 
pecting astounding results in this direction." The law under which 
Ohio is working is known as the "Warnes BUI" and is as follows: 

"Section 1. In addition to all other powers and duties 
vested in or imposed upon it by law, the tax commission of 
Ohio shall direct and supervise the assessment for taxation 
of all real and personal property in the state. For the pur- 
poses of such assessment, the state is hereby divided into as- 
sessment districts. Each county in the state shall constitute 
an assessment district. In each assessment district which 
contained, at the last preceding federal census, less than 
sixty-five thousand inhabitants, there shall be appointed, in 
the manner provided in this act, one deputy state tax com- 
missioner, who shall be know as the district assessor. In all 
other districts there shall be appointed, in the manner pro- 
vided in this act, two deputy state tax commissioners, not 
of the same political party, who shall constitute the district 
board of assessors. Wherever used in this act, the term 
"district assessor" shall mean and include the district board 
of assessors herein provided for, or a member thereof as the 
case may be. Such district assessor shall, under the direc- 
tion and supervision of the tax commission be the assessor 
of real and personal property for taxation within and for 
their respective districts, except as may be otherwise provid- 
ed by law. There shall also be appointed in each assess- 
ment district, in the manner provided in this act, three per- 
sons who shall constitute a board to hear complaints and re- 
view assessments of real and personal property for taxation, 
which shall be known as the district board of complaints. 

"Section 2. Each district assessor shall be appointed 
by the governor on or before the first day of November, 
1913, and shall hold his office until his successor is appoint- 
ed and qualified, except as otherwise provided by law. He 
shall be an elector for the district for which he is appointed, 
and upon ceasing to be such, his office shall be vacant. The 
tax commission of Ohio may with the consent of the governor, 
remove any district assessor. 

"Section 3. Each district assessor shall appoint such 



268 TAXATION IN WASHINGTON 

number of deputy assessors, assistants, experts, clerks and 
employees as may from time to time be prescribed for his 
district by the tax commission of Ohio. Such deputy assess- 
ors, assistants, experts, clerks and employees shall hold their 
respective offices and employments for such times as may be 
prescribed by the tax commission." 

This measure is almost a duplicate of the biU recommended by 
the special tax commission appointed by William McKinley, then 
governor of Ohio, some twenty years ago. It is also a near dupli- 
cate of the Edwards Bill, which was so strongly favored by Gov- 
ernor Harmon. Ohio is the one state in the union that clings with 
bull-dog tenacity to the rule of uniformity in taxation. They are 
determined also to prove that with efficient assessors, men answer- 
able to the state tax commission, free from political influences, who 
arc retained on their merit only, intangible property can be reached 
to a satisfactory degree; and in addition, that there may be attained 
a higher degree of equality in the assessments of all kinds of prop- 
erty than otherwise could be. It would be of great interest to those 
interested in taxation, to read the lecture given by Governor Cox 
of Ohio to the one hundred and two district assessors which he had 
appointed under the new law. 

Ohio has only done in this direction what other states have been 
asked to do by their respective state tax and other commissions. In 
the proceedings of the state board of equalization of New Mexico 
for the year 1913, they recommended centralization of assessing 
authority similar to the Ohio plan. They say, "We are unanimously 
of the opinion that it is impossible to ever hope for anything ap- 
proaching an adequate and uniform valuation of property for pur- 
poses of taxation under the present system, by which the work is 
left to local county officers. The existing laws, if they could be effi- 
ciently enforced, might produce satisfactory results, but the admin- 
istration must be committed to able and fully qualified officers, spe- 
cially selected for their adaptability for this work. We believe the 
best solution of these troubles is to be found in committing the 
whole matter of assessment to some central state authority, with full 
power to do all the work of the valuation of property in all parts 
of the state, and to supervise such valuation down to the smallest 
detail. We believe the best plan would be for the legislature to 
create a state board of assessors, sufficient in numbers to enable its 
members to do all the assessing in aU the counties of the state, and 
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that no county officer should have any jurisdiction whatever in this 
work. Such state assessors should be paid a fair salary, sufficient 
to enable them to devote their whole time to the work, and no such 
assessor should assess the property in the county of his residence. 
They could agree upon uniform methods of procedure and valuation, 
so that the work would be done in the same manner in every county 
in the state, and the members should be required to visit every pre- 
cinct in the county or counties assigned to them respectively, and 
familiarize themselves with every piece of property which could be 
found. Without some such revolutionary change in the whole sys- 
tem, we will never have satisfactory results." 

The necessity of such legislation as that recommended in the 
above quotation, should be apparent to those who give matters of 
taxation serious consideration. The tax commissions of this and other 
states have, I believe, in the assessments of public utilities and all. 
corporate property committed to them by law, reached a fair val- 
uation, and unless adequate machinery is provided to obtain an as- 
sessment of all other property upon the same basis the efforts of 
our tax commission to mete out equality and justice will result in 
the opposite, injustice and inequality. Therefore, the necessity of 
all property assessments being under the same authority and free 
from local influences. The necessity of such concentration of taxing 
authority as has* been outlined above is fast becoming apparent to 
those who are actively engaged in the administration of the revenue 
laws of the several states. 

That this conference might have the benefit of the judgment 
of those who are high in the administration of the tax laws of the 
different states, I have taken the liberty to write the governors and 
tax commissions of each state asking them for their opinion on the 
three following questions: 

1. Have you separation of the sources of state and local revenue? 
Do you favor such a plan? 

2. Have you classification of property? Would you favor classi- 
fication ? 

S. Would you favor further concentration of the taxing authority to 
the extent of placing the assessment of all property in the state 
under the direct supervision of the state tax commission, as- 
sessors to be appointed by the governor? 

I have received replies to these and other questions propound- 
ed, I believe, from all the states. 
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As to the first question, that of separation: A majoriiy have 
favored it. The principal reason given was that it would materially, 
if not entirely, eliminate the friction between counties, with refer- 
ence to inequalities in valuations returned by the assessors of the 
several counties, which now necessitates the state board of equaliza- 
tion to correct as far as possible the evils that grow out of the pres- 
ent method of assessment where each county assessor seeks to favor 
his constituents by placing a lower valuation upon the property in 
his coimty than that placed on the property of other counties. The 
centralization of the taxing authority as herein suggested would, I 
believe, supersede the necessity of a state board of equalization, and 
would therefore destroy the principal argument in favor of the sep- 
aration of the sources of state and local revenue. Personally, I am 
not committed to separation especially if assessments are under state 
supervision. 

Referring to the second question, that of classification: With 
but few exceptions all the states favor classification for purpose of 
taxation. The principal reason given in support of classification was, 
that the general property tax under the rule of uniformity failed in 
practice to reach in any considerable degree intangible personal prop- 
erty; that where a like tax is placed upon this class of wealth, as 
that of tangible, it is next to impossible under the present admin- 
istrative machinery, to reach but a small proportion of the total, 
thus throwing an unjust burden upon those whose wealth is in tan- 
gible property. With but one exception, that of the state auditor 
of Oklahoma, classification has been favored where it is not now 
in actual operation. Mr. Orr of Oklahoma is, I infer, a single taxer. 
He says, however, that as long as we are to tax personal property 
we should tax all alike; and in order to do this, he strongly favors 
the plan of centralization of the taxing authority, believing that in 
no other manner can equality be reached. He adds: "In order to 
reach intangible personal property, it must be subject to minimum 
rate, otherwise it cannot be uncovered." 

Concerning the third question, centralization of taxing author- 
ity: I am pleased to mention the fact that with two exceptions, that 
of Governor Baldwin of Connecticut and the board of assessors of 
Maine, all have favored in no uncertain terms the centralization of 
the power of assessment, to the end of reaching a high degree of 
equality in the burden of taxation with reference to ability to pay 
and benefits received. 
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A number of tax commissions and special tax commissions have 
in their reports recommended further centralization of the taxing 
authority. Time will not permit me to dwell further on this subject. 

If, as Jacob Gould Schurman, President of Cornell University, 
stated in his speech at the seventh national tax conference held in 
Buffalo last October, we are to look to the expert, to the men 
whose judgment has been tempered by years of actual experience in 
the administration of revenue laws for advice to guide us in the 
formation of tax reform measures, surely this array of evidence 
from nearly every state in the union and from presumably the best 
talent in this particular line of thought, should not pass imheeded 
in the deliberations of this conference. 

A summary of this evidence shows: (1) That a majority of 
the states favor separation for reasons heretofore given. (2) A 
greater number of states favor classification, where it is not now 
in operation. (3) AU states who have responded on the question 
of centralization, with two exceptions, strongly favor it. 

In view of these facts, we are narrowed down to three funda- 
mental features of tax reform, viz: (1) Separation of the source 
of state and local revenue, the necessity of which I am fully satis- 
fied will disappear under a system of state supervision of assess- 
ments by the appointive plan such as is now in Ohio. (2) The 
establishment of state supervision of assessment. (3) The classifica- 
tion of property for taxation. 

As our constitution requires all property to be treated alike, 
under the uniform rule we cannot have classification until there is 
a change in the constitution. To the end that classification may 
come into being I offer for your consideration the following consti- 
tutional amendment, the form of which I have preferred to couch in 
plain, understandable language, it being the kernel in which we are 
most interested. 

ARTICLE 

Section 1. The power to tax is hereby vested in the 
state, and shall be exercised for public purposes only, and 
shall in no manner ever be surrendered; except, that the sev- 
eral lawful subdivisions within the state may levy and coUect 
taxes for local public purposes only, and within their re- 
spective territorial limits, under such rules, restrictions, and 
limitations, as may by law be fixed. 

This section gives to the sovereign state the sole power to tax. 
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permitting by general law limited powers in matters of local taxation 
to be delegated to lawful subdivisions. 

Section 2. All property within the state not herein 
exempt shall be subject to taxation, and may be classified 
for such purpose. The subjects of the several classes of 
property as fixed by law, shall be assessed at fifty per cent 
of their true value in money, or such a lesser fraction of 
their li-ue value in money as may by law be fixed, pro- 
vided, that no class of property may be assessed at less 
than twenty-five per cent of the true value in money. 
This section provides (1) for classification; (2) that the full 
value of the subjects taxed must be determined, then assessed at fifty 
per cent of that value; (8) that if in the judgment of the state leg- 
islature, or of the people through the initiative, they desire to differ- 
entiate in the percentage of assessment to the true value on the sub- 
jects of the different classes of property, they may exercise this 
differential to the extent of fifty per cent only. The purpose of this 
provision should be apparent to aU close observers. It is a con- 
stitutional guarantee against freak and irrational tax reform legis- 
lation, by which an unrighteous discrimination might be exercised 
in favor of certain classes of property. Classification has been re- 
jected in a number of states for the very good reason that it placed 
no limitation on the differential to be exercised by the law-making 
body. 

Section 8. The percentage of assessment on the true 
value in money as fixed by law on the subjects of the several 
classes of property, shall be uniform throughout the state. 
This section provides for uniformity in assessments in the several 
subdivisions within the state. 

Section 4. The rate of levy fixed on the assessed val- 
uation of the subjects of one class of property, shall be the 
rate of levy on the assessed value of the subjects of all 
classes of property within the territorial limits of the au- 
thority levying the tax. 

This section provides for the same rate of levy on all classes 
of property within the territorial limits of the authority levying the 
tax. That is to say, that the differential desired between the dif- 
ferent classes of property should be made in the assessment; and 
therefore the same rate should apply to all classes of property, thus 
avoiding a complex method of rate making. This section, with the 
two preceding ones, offers a constitutional bar against the adoption 
of complete local autonomy in taxation, which has been advocated 
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by certain so-called tax reformers in this and other Pacific states, 
with the view of making each local taxing unit an experimental sta- 
tion in which to try out an ever increasing variety of tax reform 
theories, hoping to install their particular brand first, and later 
make it state-wide. Oregon is an instance of this. 

Section 5. Intangible personal property, standing tim- 
ber in virgin forests, mines and mineral lands and deposits, 
water powers and sites, and the natural products of the 
waters of the state, are hereby exempt from classification 
and made subjects for special tax legislation. 
If the revenue of the state should be raised by taxing property, 
and taxing it in proportion to ability to pay and the benefits derived 
is a fundamental principle in taxation, and I believe this is universally 
conceded by all rational tax reformers, then intangible personal prop- 
erty should be taxed. If there are those who think intangible per- 
sonal property is not property in the sense generally accepted, I 
suggest you read the dissenting opinion of Judge Fullerton of the 
state supreme court in the case of the State vs. Palmerton (50 Wash.). 
He makes it very clear that it is property. The only good reason for 
exempting this class of wealth that I have ever heard, is that it is 
so difficult to reach, and for that reason only the legislature of this 
state in 1907 lost the spirit of aggressiveness, quit the chase, and 
passed a bill exempting most subjects which would come under that 
class, thus increasing the burden on the property which could be 
more easily reached. Ohio, under centralization, is showing that it 
can be reached. 

I have under Section 5 provided for this class of property to 
be treated specially, in order that a rate might be fixed by which, un- 
der the plan of state supervision of assessments, a satisfactory portion 
of this class of wealth could and would be placed on the tax roll, 
thus relieving other classes of property from paying an unjust pro- 
portion of the taxes. 

At this point, I anticipate the query: "Why make intangible 
personal property a subject for special tax legislation? Why not 
allow it to come under classified subjects?" My answer is: Section 
2 provides that 50 per cent shall be the limit of differential to be 
exercised. I doubt the wisdom of attempting to reach the desired 
results by subjecting intangibles to a rate one-half that of tangibles. 
Such has been the experience of states which have tried the smaller 
rates, under the county assessor's supervision of assessments. For 
the reason given, I have left this class of property free to the law- 
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making body to exercise their judgment in the matter of rate. If 
we should be fortunate enough to secure state supervision of assess- 
ment, we can, no doubt, reach this class of wealth on a 25 per cent 
assessment of its true value, perhaps more. 

It has been demonstrated in a number of states that a small 
levy on this class of property, even though the machinery of assess- 
ment be decidedly inadequate, brings to the surface, and places on 
the tax roll a very material increase in the total assessed value of 
intangible personal property, thereby greatly increasing the revenue 
receipts of the several taxing districts. Minnesota offers in this 
respect the most striking example. They adopted a flat rate of 
three mills on the doUar, and the results obtained have been, I think, 
most satisfactory. Iowa, however, has not obtained with a similar 
law such satisfactory results. The cause of Iowa's failure in this 
regard is easily accounted for. Iowa has township assessors, each 
a law unto himself, each protecting his township, protecting those 
to whom he looks for his bread and butter. If Minnesota had state 
supervision of assessments instead of the present method of county 
assessors, the contrast would no doubt be much greater between the 
two methods, in favor of the former, than the contrast between 
Iowa's returns of intangibles under the township assessment plan, 
and that of Minnesota under the more concentrated county assessor 
supervision of assessments. 

With reference to standing timber, I am convinced that if the 
hands of the law-making body, the state legislature, or the sovereign' 
people by exercise of the initiative, are not tied, there may be 
evolved some plan of taxing timber that will prove to be far more 
satisfactory than we now have, or could be attained under classifica- 
tion. I would suggest some kind of an accumulative system, which 
would place a minimum tax upon the land, and a stmnpage tax on 
the timber when cut to the extent that it would represent the de- 
ferred taxes, which could be made a lien upon both the land and the 
timber, either cut or standing. Some such plan would, I believe, 
tend to prevent the hastening and rapid deforesting of the timber 
region of our state, which in no small measure is now being done to 
avoid the heavy tax. Timber is of but one crop and when harvested 
is in most cases forever gone. The land as a rule represents but 
little or no value when freed from its timber. Therefore, each 
tree that is cut in advance of legitimate demands and with an eye 
single to harvesting the crop may with reference to revenue be likened 
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to the ignorant native cutting down the banana tree to gather the 
fruit, thus destroying the source of the fruit supply. 

With reference to mines and mineral deposits, water-power and 
the natural products of the waters of the state, it would require 
more time than I dare ask of you to fully explain the necessity of 
special legislation in their behalf. With the single exception of in- 
tangible personal property, I know of no other class of property 
over which there is as much contention as that of mines and mineral 
deposits. To tax the gross income on a small net profit mine would 
be decidedly unfair. To tax net profits offers many difficult prob- 
lems. To tax ore per ton would not be fair as between ore of differ- 
ent values. To tax on the physical valuation is an unknown quantity 
over which there would be an endless contention. For these and 
various other reasons mines and mineral deposits could not well be 
classified and should therefore be subject to special legislation. 

As for water-power and the natural products of the waters of 
the state, which have been so bountifully bestowed upon the great 
State of Washington, I can only say that there should be legislation 
that would give to the people a reasonable degree of their inherent 
rights in these special gifts of nature. 

I am willing to leave it to the law-making body, the people 
through the initiative, or the state legislature, to enact such laws as 
in their judgment may be just. I feel the necessity of suggesting, 
however, that whatever legislation may be passed with reference 
to mines and mineral deposits, water-power and the natural products 
of the waters of the state, great care should be taken that individual 
enterprise, industrial thrift, the spirit of progress that is to be 
found among our citizens, should not be sacrificed at the altar of 
public greed. 

DISCUSSION 

A Visitor: Why is it you state fifty per cent of the valuation 
in place of one hundred per cent? 

Mr. Shields: My reason for doing that is the very reason that 
we have such a law passed in this state, and the reason for passing 
that law was to prevent excessive bonding. Of course, it makes no 
difference so far as local revenue is concerned whether we assess 
for one hundred cents on the dollar or whether we assess for fifty 
cents on the dollar. It will make no difference so far as the expendi- 
ture is concerned unless we become extravagant by reason of the 
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high valuation and extend our bonding as far as the law will allow 
us. That is the reason for limiting it to fifty per cent. Before you 
can take fifty per cent of the value of a thing you must know what 
100 per cent is. If we reduced the volume then the rate must be 
correspondingly raised, so it makes no difference, only this, when 
the rate is raised it is very noticeable. They say you have an 
excessively high rate and they notice it and the tendency is to keep 
down expenditures. For that reason and that reason only have we 
passed such a bill. 

F. C. Kapp, Chairman Taxation Committee, Municipal League of 
Seattle: The taxation committee of the Municipal League has been 
working on this subject for several years past. We have investigated 
the situation in a number of states and corresponded with taxing 
officials, and we submitted a proposed constitutional amendment to 
the last legislature for passage, which was very similar to the one 
that had been submitted by the then board of state tax commis- 
sioners. Neither was even considered by the legislature, both dying 
in committee. Our investigation, however, showed that there are 
eleven states in the union that have absolutely no constitutional re- 
strictions whatever on the power of the legislature to tax, and those 
states are all states of considerable importance, such as Arizona, 
Connecticut, Delaware, Maryland, Minnesota, New Jersey, New York, 
Oklahoma, Pennsylvania, Rhode Island and Vermont, eight of which 
you will recognize are among the original thirteen states. It is evi- 
dent from this that constitutional restrictions have come up of rather 
recent years. As has been brought out by this conference no sub* 
stantial reform in taxation can be made without doing away with 
the constitutional restrictions that we now have, and we found that 
the trend all over the country is to do away with them as much as 
possible, and to absolutely untie the hands of the legislature as far 
as that can be done. The National Tax Association has reached the 
conclusion that there are really only three restrictions that are ab- 
solutely essential, and they are to prevent irreparable wrong being 
done by one legislature which cannot be undone by another: First, a 
limitation prohibiting the legislature from exempting any property 
indefinitely from taxation; secondly, a limitation that there should 
be uniformity; and thirdly, a provision that taxes shall only be 
levied for public purposes. Following out that idea the National 
Tax Association has recommended to the constitutional conventions 
of at least four states as a model provision for the situation, the fol- 
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lowing: "The power of taxation shall never be surrendered, sus- 
pended or contracted away. All taxes shall be uniform upon the 
same class of property within the territorial limits of the authority 
levying the tax, and be levied and collected for public purposes 
only." The taxation committee of the league agreed with the Na- 
tional Tax Association that that is all that is necessary, but we were 
convinced that the people of this state would not pass an amendment 
in those words, but that there would certainly have to be something 
said about exemptions. However, we reached absolutely the oppo- 
site conclusion from that reached by Mr. Shields in his paper. His 
proposed amendment far from untying the hands of the legislature 
makes it still more difficult for it to act. He prescribes the precise 
percentages on which things must be and must not be done, and that is 
contrary to the present drift of legislation in regard to constitutional 
amendments all over the country, and is contrary to sound reason. 
It is difficult to amend the constitution. We have been trying on 
this particular amendment now ever since 1909, and so far not 
very much progress has been made. 

The taxation committee of the league, as I say, has proposed a 
bill which provides for a constitutional amendment, and in it there 
is nothing else iacluded other than what is in this model provision 
that I have just read you, except provisions that we think are es- 
sential in order to induce the people to adopt it. It contains four 
sections. Generally speaking, section one contains all the general 
provisions or restrictions except the uniformity clause and the exemp- 
tion clause. Section two contains the uniformity clause, section three 
the exemption clause, section four is a special clause which is really 
not necessary, but grants powers to local taxing bodies to tax for 
local purposes. Section one is as follows: 

"The power of taxation shall never be surrendered, 
suspended, or contracted away. No tax shall be levied 
except in pursuance of law. Taxes shall be levied and col- 
lected for public purposes only, and no public funds shall 
ever be appropriated or expended except for strictly public 
purposes." 

In that section, the first sentence, "The power of taxation shall 

never be surrendered, suspended, or contracted away," is essential, 

with possibly the exception of the word "suspended." The next 

sentence as follows: "No tax shall be levied except in pursuance 

of law," is not necessary. That is put in there simply because it is 



278 TAXATION IN WASHINGTON 

in the present constitution. It was also in the proposed amendment 
of the tax commission, and it does no harm. It looks something like 
the constitution used to look, and we put it in. The next clause, 
"Taxes shall be levied and collected for public purposes only," is 
essential and should be there. The last part of that same sentence, 
however, "And no public funds shall ever be appropriated or ex- 
pended except for strictly public purposes," is redundant, saying 
the same thing over again, but it is also in our present constitution. 
The tax commission's proposed amendment had it, so we put it in too 
so as to have as many similar provisions as possible. I would be 
satisfied with a constitutional amendment, and I am satisfied that 
our committee would be satisfied with one, that in lieu of section one 
had only these two sentences, "The power of taxation shall never be 
surrendered, suspended, or contracted away," and, "Taxes shall be 
levied and collected for public purposes only." 

The uniformity clause, section two, is as follows: 

"Taxes shall be uniform upon the same class of sub- 
jects within the territorial limits of the authority levying 
the same, provided, however, that taxes upon incomes, priv- 
ileges, collateral and direct inheritances, legacies and suc- 
cessions may be graduated and progressive. The word 
'subjects' as herein used shall be defined, and classes of sub- 
jects established, by law." 

The first clause provides for a classification of subjects. We 
have added to that these words, "Within the territorial limits of the 
authority levying the same." If you will recall, that was in the 
proposed amendment of the National Tax Association. There has 
been a great deal of opposition to that clause. It is what is known 
as the "home rule provision." That is very closely circumscribed 
in the proposed amendment of Mr. Shields. Personally I do not 
believe in home rule in taxation, but our committee reached the 
conclusion that, as it is so difficult to amend the constitution and 
further as the legislature does not have to grant home rule imless 
it sees fit, the provision can do no real harm and may eventually do 
some good. We have added this proviso also that I just read you, 
"Taxes upon incomes, privileges, collateral and direct inheritances, 
legacies and successions may be graduated and progressive." There 
might be some question under the constitution otherwise as to whether 
or not graduated and progressive taxes could be levied. As a matter 
of fact, we are now levying graduated and progressive taxes on 
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inheritances, but whether the uniformity clause without that would 
apply to incomes is a question, and to put it beyond the construction 
of the courts we put this last clause in. It is a popular tax, a just 
tax, and it seems to me that some provision of that kind should be 
in any constitutional amendment. Now, the last clause of section 
two, "The word 'subjects' as herein used shall be defined, and classes 
of subjects established, by law," was also put in for the purpose 
of preventing litigation in the supreme court over such classes of 
subjects for the purpose of taxation as the legislature might name. 
The supreme court might rule that all personal property was in 
one class, and that the legislature could not prescribe a different 
rate of taxation for different kinds of personal property. If not 
that, they might hold that different stocks of goods were in the 
same class, for instance, a stock of shoes and a stock of liquors, or 
that corporations manufacturing different kinds of goods were in 
the same class, whereas it might turn out to be a wise thing to have 
them in different classes. One of the speakers — I think it was 
Professor Plehn — stated that in California they found it advisable to 
tax companies manufacturing different kinds of articles at different 
rates, which is permissible under their clause down there. 

The third section is the exemption clause, and it is aimed to do 
away with the objection raised against the prior amendment that 
was submitted, and defeated by the people in 1910. That amend- 
ment did not provide for these exemptions, and the church people 
particularly voted against it. 

"There shall be exempted from taxation all federal, 
slate, county and municipal property; the property of edu- 
cational, charitable and religious associations or institutions, 
public libraries, public museums, and public cemeteries, used 
or held exclusively for such purposes and not for profit; 
public debts as evidenced by the bonds or warrants of the 
state of Washington, its counties, municipalities or other 
subdivisions; personal property to the amount of three hun- 
dred ($300.00) dollars for each head of family; and such 
other class or classes of property as may from time to time 
be specified by law." 

That last clause is in substantially the same language as in the 
present constitution, but the supreme court has construed it to mean 
something else. It has construed it to mean property similar in 
character to that specifically exempted in the preceding words, so 
that they have practically nullified the provision. If there was any 
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one thing we were particularly satisfied of it was this: That the leg- 
islature should be given the power to exempt any property that it 
thinks ought to be exempted; and, if an amendment goes through 
which does not contain that particular provision, it is almost certain 
that the legislature will be tied to the specific exemptions named, 
which would prevent it, for instance, from exempting fruit trees 
or farming implements and stock used in connection with farms, 
and a thousand and one other things which really ought to be exempt. 
But that last clause has been bitterly opposed. They say it is 
throwing down the bars and allowing the legislature to do almost 
anything. Personally I think that that argument applies more to 
our system of government than it does to the merits or demerits 
of this particular phraseology in the constitution. If we have a 
system of government which we cannot trust we had better get 
another, a commission form or something else that will give us what 
we want. I say personally that I am willing to take a chance with 
the legislature. The last section is as follows: 

"All municipal corporations may be vested by law with 
authority to assess and collect taxes for all corporate pur- 
poses; and the corporate authorities of cities and towns may 
be vested with the power to make local improvements by 
special assessment or by special taxation of the property 
benefited." 

This section is identical with section nine of our present con- 
stitution, except that it is reworded to cover the initiative and ref- 
erendum. The section we have now uses the word legislature all 
through, and that has been eliminated from this by the rewording. 
It seems to me that if we are going to make any progress at all it will 
have to be along the lines of untying the hands of the legislature, and 
not by tying them still tighter the way Mr. Shields proposes doing. 

Professor Vanderveer Custis: I have on the board here an 
amendment as follows: 

"The power of taxation shall never be surrendered or 
contracted away. All taxes shall be uniform upon the same 
class of property [within the territorial limits of the authori- 
ty levying the tax], and shall be levied for public purposes 
only, but no tax shall impose unreasonable or discriminatory 
burdens upon property or business; provided, however, that 
nothing in this constitution shall be construed to prevent 
the levy of graduated and progressive taxes upon incomes, 
privileges, collateral and direct inheritances, legacies and 
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successions; provided further, that the property of the 
United States, and of the state, counties, school districts, 
and other municipal corporations, and such other property 
as the legislature may by general laws provide, shall be ex- 
empt from taxation." 

This amendment is based more or less on that of the Municipal 
League, and also upon that which was suggested by the National 
Tax Association. With all due respect to Mr. Kapp, however, I 
wish to call attention to the fact that the National Tax Association 
has withdrawn all support of the provision "within the territorial 
limits of the authority levying the tax." You will find that on page 
448 of the Report of the Fifth National Conference on State and 
Local Taxation. 

Just a word or two about the provisions of this amendment. 
It begins with the same general statement as that suggested by Mr. 
Kapp. In it as it is put on the board is the local option provision. 
I should rather see the amendment go through with that in than not 
at all; but I should rather see it go through with that provision left 
out. The provision is there that taxes shall be levied and collected 
for public purposes only, and then comes a point which is a little 
different from that suggested by Mr. Kapp, namely, "But no tax 
shall impose unreasonable or discriminatory burdens upon property 
or business." Now, that, of course, will put the matter up to the 
courts, and I think put it up to them in a rather stronger way than 
it would be put up to them if there was no such provision. Of course, 
anybody can complain to the courts in regard to unreasonable or ar- 
bitrary classification, but if this clause is in the constitution I think 
it will put the courts in a stronger position to rule upon the subject, 
and they would be less unwilling to make a ruling in regard to it. 
Then there is the further provision, that nothing shall be construed 
to prevent the levy of graduated and progressive taxes upon incomes, 
etc., and then a provision for exemptions. 

Now, I think several things should be fairly clear. First, in 
regard to exemptions. The present constitution begins by saying 
that all property shall be taxed except that which is specifically 
exempt under the laws of the United States or this constitution. I 
should think — I may be mistaken — ^that it would not be necessary 
to say anything about exemptions here, but it is perhaps best to 
put it in as a practical matter of getting the amendment through. 
Next, in regard to the possibility of legislation of which a great 
many of us would disapprove. This is what is known as a wide- 
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open amendment, or pretty nearly wide-open. It would allow a very 
broad discretion to the legislature in regard to exemptions and class- 
ification. I think we must simply come down to this: We must 
trust the legislature and the people to a considerable extent to do the 
right thing. Our present system is due to our extremely rigid consti- 
tution. The situation is bad, and I think eventually the restrictions 
which we have now must go. If we retain these rigid restrictions 
as long as we can, I think there is very grave danger that when they 
go they will go with a smash, and that we will get much more ex- 
treme taxation than we are likely to get if we make the constitution 
fairly liberal. 

I think if we are going to continue to tax property we must have 
classification, and we must allow a good deal of discretion to the leg- 
islature in making the classification. Land should come in one class^ 
Personal property of the ordinary sort would pretty clearly come 
in another class, and intangibles in a third, not only for the reason 
that Mr. Shields suggested, that it is so hard to get at them, but 
because as Professor Bullock pointed out last night they ought not to 
be taxed as heavily; and if you want the argument for their exemp- 
tion you will find it in the decision of our supreme court which al- 
lowed the exemption. 

In suggesting this amendment I do not want to suggest it as an 
amendent to which I am fully and unqualifiedly conmiitted. It has 
been written up in the last few days. I want to hear it fully dis- 
cussed. I think that it is the best amendment that has so far been 
suggested, but it is possible that we may find it desirable to make 
some changes of one sort or another. 

Dean John T. Condon: Before you sit down may I ask a ques- 
tion? Do you propose to do away with the present $300 exemption 
to the head of a family, personal property? 

Professor Custis: No, it would be my idea that the present law 
on the subject would remain unchanged. 

Dean Condon: You have not done it by your constitutional 
amendment. Why not follow that up with this very proviso that is 
in the constitution? You have left that off. Why not have that 
very popular provision of the exemption of $300 to the head of 
the family? 

Professor Custis: I should say by all means put it in if it 
would not do any harm. I think it would help the amendment to 
go through. The only harm I can see that it would do would be to 
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limit the scope of the provision. The more you specify shall be ex- 
empt, the more you limit the provision; but it seems to me — ^you 
know a great deal more about the legal aspects than I do — that we 
have this vital difference: The present constitution begins by say- 
ing that all property shall be taxed; this does not say anything of the 
sort. 

Dean Condon: That does not meet my question. You have 
adopted the very language of the present constitution, and that has 
been interpreted by the supreme court, and undoubtedly will be fol- 
lowed again, to limit this expression, "Other property as the legis- 
lature may by general laws provide." 

Professor Custis: That does not depend then, according to your 
idea, on the statement in the constitution that all property shall be 
taxed? 

Dean Condon: It is an application of what is called the ejusdem 
generis rule to that phraseology; after mentioning specific things fol- 
lowing it up by a general clause, the general clause is limited. 

Professor Custis: I should be very glad to see this changed so 
as to include that. 

George F. Cotterill of Seattle: I am satisfied that the Professor 
is laboring under the idea that, "such other property as the legis- 
lature may by general laws provide shall be exempt from taxation," 
gives the general right of exemption to the legislature. It has been 
decided that it does not. That reads just the same as if it read, 
"Such other public property"; that is practically what it means. I 
would be very glad to have Dean Condon go into it a little further. 
The thing you want is not expressed in that amendment. 

Dean Condon: Suppose we were to cut out all statement as 
to exemption, wouldn't the legislature have discretion then? 

Dr. Herman A. Brauer: I should like to ask Professor Custis 
why he proposes to include the phrase, "No tax shall impose unreason- 
able or discriminatory burdens upon property or business." 

The Chairman: 1 think we had better settle this triangular issue 
before opening another. 

Professor T. S. Adams: Would this change cover it, "And any 
other property?" 

Dean Condon: That is in it at present. The provision, "Any 
other hind of property" will do it, I think. The rule applied means 
that this property is the same kind as the other. If you say, "And 
other hind of property," you meet it, but we get into that when we 
have this language in our present constitution, following right on the 



284 TAXATION IN WASHINGTON 

language you have copied from the constitution, "Provided further 
that the legislature shall have power by proper legislation to exempt 
personal property to the extent of $300 for each head of a family 
liable to assessment and taxation under the provisions of the law of 
this state of which the individual is the actual bona fide owner." 
That is in the present constitution and follows the language that 
you have adopted from the constitution, and you ought to add it 
there or else follow the suggestion along the line of Professor Adams 
and put it, "Other kind of property," and that would meet it and 
simplify it. 

Professor Custis: I would be willing to do that, but suppose 
we were to cut out everything said in regard to exemptions. This 
amendment does not say as the constitution does now that all prop- 
erty shall be taxed. 

Dean Condon: I think clearly as a constitutional question that 
the legislature has power to i do anything except as it is restricted 
by the constitution, unless — and there you ought to consider article 
one, section twelve, of the state constitution, which is what is called 
the "equal protection clause" which provides that, "No law shall 
be passed granting to any citizen, class of citizens or corporation 
other than municipal, privileges or immunities which upon the same 
terms shall not equally belong to all citizens or corporations." Unless 
you take that into consideration then you could not grant exemptions, 
except they may be public property, and the question becomes rather 
complicated and you have to consider the whole constitution. 

Professor Custis: I should be willing to see that clause you 
suggest put in. 

Will Atkinson: I would like to ask why it was that a republican 
legislature could exempt property and a populist legislature could not. 
The exemption by the republican legislature was proper, but when a 
populist legislature increased that from $300 to $1,000, the court 
held that' it was unconstitutional. 

Dean Condon: That never went up to the court. 

Mr. Atkinson: But the question of the right of the legislature 
was not questioned until the populist legislature increased the exemp- 
tion to $1,000. I only speak of that because I would prefer limit- 
ing the courts rather than limiting the legislature. 

Mr. Cotterill : I understand that you would be willing to include 
that so it should read, "And such other kind?" 

Professor Custis: Personally I should be willing to do so. 
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Mr. Cotterill: You would be willing, I take it, to adapt the ex- 
pression, "Such as the legislature may by general law provide," to 
our present legislative amendment. We have two ways, legislative 
and referendum. 

Professor Custis: I think so. I simply want to emphasize once 
more that I am putting this forward as a matter to which I have 
not given a great deal of consideration, and looked it over from 
every point, but simply as a suggestion, as a starting point for con- 
sideration. 

Oliver T. EricJcson: I want to ask why that was put in there, 
that no tax shall impose unreasonable or discriminatory burdens upon 
property. What was the purpose of putting that in there? 

Professor Custis: It is to prevent such legislation or such pro- 
posals as have recently been made in some states in regard to par- 
ticular forms of classification which seem to be without very good 
foundation in justice. 

Dean Condon: You might just as well leave it out, because we 
have section one of the fourteenth amendment of the constitution of 
the United States, and have article one, section twelve of the state 
constitution, and it doesn't make any difference whether you put 
it in or not. 

Professor Custis: That is another question which it seems to 
me the lawyers can answer a great deal better than I can. My own 
idea was, if that were in the constitution the court would feel less 
hesitancy in ruling against a discrimination which seemed to be un- 
fair. The opinion has been expressed here several times that the 
courts will be very, very slow to decide that anything is unreason- 
able; and I think that with that in they might be a little more willing 
to make such a decision. 

Dr. Brauer: Why should the courts have the power to decide 
what is reasonable or discriminatory as against the people or the 
legislature ? 

Professor Custis: I think that with that in we are likely to get 
better justice. 

Mr. Cotterill: I should like to discuss the general question a 
moment or two. I wanted to first get these one or two points some- 
what straightened out before the Professor left the stand. Under- 
standing that that concluding paragraph is straightened out some- 
what, and also understanding that that clause with reference to the 
courts is entirely unnecessary, would perhaps be read in if anybody 
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undertook to try to test the question, and certainly would only tend 
to red-flag an amendment, would not help it before the people or 
strengthen it or particularly weaken it if left in — I want to just re- 
view a little this entire proposition of a constitutional amendment. 
I happened to be a member of the state senate and in the taxa- 
tion committee in 1907, after the first state tax commission of this 
state had worked for about two years. They were appointed in 1905 
and began the study of taxation. The study of taxation is rather a 
dangerous subject to embark upon, and that first state tax commis- 
sion came at the end of its two years to the state legislature with 
all this denunciation of the impracticability and injustice and gen- 
eral uselessness of the general property tax which has echoed and re- 
echoed in every such state, national and other sort of tax conference 
as that which we have been holding. The tax commission desired 
a constitutional amendment to free the hands of the legislature and 
make possible the working out of reforms, and out of their recom- 
mendation — I was one of those very glad to work with the tax 
commission — there was passed with practical unanimity by the leg- 
islature a constitutional amendment which went to the vote of the 
people of this state in 1908. That constitutional amendment up to 
within two weeks of the election was assailed by nobody, was ap- 
proved aparently by everyone. The members of the state tax com- 
mission had done a good deal of work throughout the state, and 
then within the last two weeks before the election there arose an 
utterly baseless outcry, especially founded on fear that the exemption 
or rather that the amendment would make impossible the exemption 
of churches, hospitals, charitable property and that sort of thing. 
And it was impossible to sweep away that aroused prejudice before 
the election; and there being also another unpopular and, to my 
mind, decidedly unjust constitutional amendment on the eminent 
domain question submitted at the same time, the two amendments 
went down together. Since that time every successive legislature 
has been confronted with the request on the part of the thinkers 
upon this question for the submission of a new constitutional amend- 
ment, but no new amendment has yet even been submitted to the 
people. Now, the conditions certainly are more and more aggra- 
vated, and the need of this is apparent. No one defends the present 
general property tax system. Everyone concedes that the hands 
of the people and legislature must be untied in order to put rational 
tax legislation in force, and at such a time as that it seems to me 
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that the suggestion of an amendment to be presented to the people 
providing for limitations such as our friend Mr. Shields suggests 
certainly caimot produce, even if a legislature could be induced to 
submit anything of that kind, the slightest possibility of adoption and 
improvement. Without going into the particular merit or otherwise 
of the limitations, I believe that the very thought that we hope 
to make the constitution a basic instrument upon which to do things, 
and the knowledge that the present taxation system is apparently a 
series of Gordian knots, should make us realize that to seek to put 
in place of it a proposition which is certainly just as much tied up as 
the present system will get us nowhere. 

I like the proposition, generally speaking, that the gentleman 
from the Municipal League has presented, and it is essentially, in 
my judgment, the same as this with this superfluous clause with ref- 
erence to the court and this other matter straightened out. I do 
hope that there will be some means whereby the people of this 
state may get together on some such amendment as will free the 
hands of the legislature and people of this state upon this question. 
I cannot for the life of me see why it is that upon taxation ques- 
tions there ever should be reached by any one a state of mind whereby 
there is a desire, much less a fear, that the people will do something 
which is going to hurt themselves, and that somehow they must be 
guarded and barred from that possibility in advance. That lack of 
trust of the people is suflScient to defeat any proposition which is 
based on that theory. Now, it so happens — and I think it is an 
unfortunate phase of taxation matters — ^that it is the experience of 
practically every taxation student in the course of his reading and 
study to go up against what is commonly called the single tax prin- 
ciple — ^the philosophy, the religion or the principle, call it what you 
will. He becomes one of two things; either convinced of the jus- 
tice of that principle, and from that day on he has a willingness 
and an open-minded desire, if you please, to work along the line of 
that foundation and establish taxation upon just principles; or he 
becomes, as it were, so convinced against it, or so almost mad at it, 
that his desire from that time on is to bar the doors against anything 
which seems to open the way or make it possible for the people to 
foUow that principle. My friends, any such attitude of mind as 
that, whether against the single tax or any other principle, be that 
principle right or wrong, is adopting just exactly the same atti- 
tude as did King Canute of old when he took his throne to the 
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seaside and commanded the tide to stand still. Surely there should 
be no such bogie of fear in any person's mind in the framing up of 
a constitutional amendment. The people of this state if they desire 
to move in the direction of single tax will find a way to do it. I 
remember — and it was one of the most forcible illustrations or sen- 
tences that I ever heard along this line — a certain great thinker who 
was at one of the great religious conferences held some ten years 
ago in this city. He was voicing a certain line of thought, and he 
said, "I have spoken of this elsewhere and some people charge me 
with going in the direction of socialism.'' Socialism at that time was 
perhaps not quite as popular or had not become as much a subject 
of discussion as now. And this great man said, "Whenever I am 
met with any such criticism as that I feel as I did tonight when I 
left the home of my host on Capitol Hill and had been walking west- 
ward toward this church. If some one had met me on the street 
and grasped me roughly and said, 'Stop, sir'; and when I asked him 
why I was thus held up he should say, 'Why, sir, don't you know 
you are going west, and the Pacific Ocean lies west, and if you con- 
tinue to go on wialking west you are bound to fall into the Pacific 
Ocean' ; I would have said to him, 'I am going to Plymouth Church 
tonight and I do not care what direction it is. I know that I have 
a desire and a need to go in that direction.' " Just so it should be 
in connection with any of these matters of reform. Why should we 
try to erect mental or any other kind of barriers, and especially con- 
stitutional barriers, against some ideal, or some barrier even, and 
bar the way against going as far as we or the people generally desire 
to go in a direction that at least promises something of public benefit ? 

I had hoped that out of this conference, which to me has been 
a very helpful one, we would come forth with an open mind and a 
desire not to erect barriers but to make easy the path of progress, 
and that some sincere and courageous thought might direct us in sub- 
mitting a constitutional amendment. Above all things, in submitting 
a constitutional amendment let it be one that cannot be assailed 
along the lines of narrow limitations. Let it be broad, let it be 
wide-open in the true sense of the term, dependent upon the ability 
of the people to protect themselves and make progress as they desire. 

Albert E. Parish: I rather figure that almost any constitutional 
amendment will be a step of progress. Personally, I should like to 
see an amendment wiping out any mention of taxation from the 
constitution. I feel that we are living in a good state and are trying 
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to do the best we can according to the lights that we see. Simply 
because I do not see certain things in the same way that other people 
do does not mean that if they put that into effect I am necessarily 
going to the bow-wows or live out of the state or anything of that 
kind. I think they have passed enough of what I consider freak 
legislation in this state to give me a rhinocerous hide so that I can 
stand anything that comes along now. I figure that if we cannot 
trust our legislature, why then the best thing to do is to suffer under 
what they give us for two years and change our legislature. We do 
not always have the best public servants in oflBce, but we stagger 
along under them and change them as they come along. 

If we make any change and leave anything in the constitution 
regarding taxation I would like to see that as simple as possible. I 
have labored under the disadvantage — and I have been in office now 
going on eight years — of a complex system which I have tried to 
enforce in substantial justice to the people of this country. Some 
laws on our statute books have worked to the disadvantage of this 
county as compared with other counties in the state. I personally 
would like to see a wide latitude given to the legislature; I do not 
believe in any limitation at all of exemptions. I believe that if one 
legislature does not do the right thing, the next will change it, and 
we will get to a sound basis after a time. I feel that the people can 
be pretty well depended upon to get what they want in the end, al- 
though they may wabble a bit at times; and I think that anybody 
who figures that he is going to keep the people from getting what 
they want may succeed for a short time, but he will not for very 
long, and he will get mighty unpopular doing it, too. It seems to me 
that the best thing that we can do will be to wipe out from the con- 
stitution of this state all reference to taxation, and then let the leg- 
islature provide taxation laws or let some commission suggest the 
laws for the legislature to pass. I have found that the average law§ 
the legislature passes can very well be prepared in advance and 
given more thought. We want a codified system, something very 
simple and in words that the layman can understand. One of the 
troubles of our present system is that it takes a Philadelphia lawyer 
to make out what is going to happen in a given case. I get ques- 
tions every day on what will happen in this or that case, and I know 
that in a great many instances practical justice is hampered by the 
laws of this state. 

One illustration, if you will pardon me: If I or one of my 
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deputies happens to make a mistake in putting an assessed valuation 
on property, and it is simply a question of assessed valuation and 
not an error of description, there is no way to change it at the present 
time except by going into the courts, although I, the deputy, and any 
reasonable man would admit it is a mistake; and quite often a mis- 
take is not of enough financial interest to warrant a man's going into 
court and getting it changed. Now, if that is not discrimination I do 
not know what is. It is simply putting the man with little property 
and opportunity at a disadvantage. The present laws allow only 
changes in assessments on account of errors in description or double 
assessments, and those things we have managed to make. We have also 
managed to make some changes by stretching our imagination where 
we felt justice would be best served, but it seems to me if there was 
no law like there is prescribing tweedle-dee and tweedle-dum, we 
could get the changes and substantial justice could be done. If you 
do not get officials who want to do justice then the people will very 
soon get rid of them. 

Dean Condon: I would like to say a few words before you call 
on these experts, and get some propositions before them as well as 
the rest of us from this and other amendments proposed here tonight. 
This is a pretty good illustration of how we have complained to the 
court — at one time I complained to the court as much as any man 
in this state — and then finally thoughtful men, wise men who have 
thought out this from one end to the other, come here and propose 
amendments of this class and put up to the court the very same 
question the courts in this state have decided; and then we blame 
the court. It is so ridiculous. What are the things here that we 
complain of? The equality and the uniformity clause is the thing 
we complain about. If we do not like that let us strike it out of the 
constitution. Then we have all these prohibitions about collateral in- 
heritance taxes and all that. We can have them now, and the su- 
preme court has said so repeatedly. The equality and uniformity 
clause applies to property, and the right to impose an inheritance tax, 
as you all know, has been upheld by the supreme court. So you can 
have graduated inheritance taxes, income taxes, except in so far 
as income taxes are derived from property in such a way that you 
can say that a tax on the income is a tax on property. That is the 
only limitation to fit. You can have income taxes in other ways 
without any equality or uniformity restrictions. So far as trades 
and professions are concerned, they have sat equally upon that. A 
tax on trades, professions and occupations — and I am quoting the 
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language of the court now — is in the nature of a license and not a 
tax on the property. What is it we want to do? We want to forget 
the equality and uniformity. Strike it out and you get away from 
equality and uniformity, and that is what you want. If you want to 
have a provision that the power of taxation shall never be suspended, 
that is simply a matter of statement. 

It seems to me that this whole matter ought to be referred back 
somewhere to a committee to redraft it and put it up to the legislature 
in the form of a coherent plan. The idea, for instance! In this 
amendment submitted by Mr. Shields there is the wise statement 
that the power of taxation is vested in the state. You might as well 
put in the constitution that the sun will rise in the east tomorrow. 
The taxing power is inherent in the state. It is not anywhere else, 
and what is the good of having the statement in the constitution 
that it shall be vested in the state? And then following that is all 
this proposition about fixing the percentages. That is not a matter 
that ought to be in any fundamental law. That is a matter for reg- 
ulation by the legislature, and we should not put these matters of 
legislation in the constitution. That provision submitted by Mr. 
Shields ought to be referred back to a committee to be redrafted. 

This other proposition is open to the same criticism. We have 
so much in there that is complex that nobody knows what it means. 
So I think those things ought to be better considered before we let 
them go out of this sort of a conference. This is a conference of 
many men who are experts, and we ought to have at least a little 
more thought upon that subject. Regardless of what view you may 
take of the courts or the legislature, whether the legislature ought 
to be trusted or not, whether you ought to tie its hands or not, we 
ought to send out from this tax conference an intelligent proposition, 
a proposition that takes into consideration not only the ideal but 
also the actual situation that we have in this state at this time as 
well as what the courts of this state say about the meaning of the 
language of the constitution, so that we wiU not get into a worse 
jumbled mess than we had before. We ought to look further into 
this matter before we as a conference attempt to give it necessary 
credence. We ought to get at a unanimity of opinion on this question 
so it will carry weight with the legislature. If we have done that 
this evening, I do not know where it is. We cannot hope to carry 
any weight by the way we have gone at this proposition. We have 
not considered it in the light of what is existing in this state, and 
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although we adopt it from the National Tax Association it needs to 
be voted in this state. 

I would go even to the extent that my brother Parish has gone 
and thrown down the bars. I am fast learning to believe that the 
legislature can be trusted and that they can get the information. I 
am for giving them the information and trusting them. As far as 
I am concerned I would be for a proposition that would strike out 
of the constitution practically every provision in reference to lim- 
itations in taxation matters, and we would probably get ahead just 
as well, further than we would if we bury this provision in our 
constitution in percentages simply because for some present day need 
we may think it wise to limit the people in the exercise of the bonding 
privilege. We had better meet that question fairly in the face in- 
stead of putting it in the constitution. I think we ought to give a 
little more study to this before we put it in our records that it is 
a matter we want adopted by the next legislature. 

The Chairman : I would like to repeat what I thought Dean Con- 
don understood, that we are not going to put it in our records that 
we want anything adopted. 

Dean Condon: I think it will be covered in the records pretty 
well that we are not unanimous on that. 

Professor T. S. Adams: Propositions to amend state constitu- 
tions always arouse powerful and diverse interests. Thorough-going 
democrats of the Jeffersonian type, along with the single taxers, 
want to abolish all constitutional restrictions and provide for local 
option in taxation. Public service corporations are for the most 
part against this program. Other corporate interests desire some 
constitutional latitude that will permit more lenient taxation of busi- 
ness enterprise. The university professors and middle-of-the-road 
men desire constitutional permission for classified taxes on moneys 
and securities at least. These interests are obviously diverse. But 
for a certain distance most of them desire to move in the same di- 
rection. I personally know of no class which has intelligently in- 
vestigated this subject that opposes lower rates of taxation on mon- 
eys, credits and securities designed to secure larger revenue from 
this source. Under the circumstances it seems to be possible, there- 
fore, to arrange a compromise. Would it not be wise to appoint a 
committee of five representing the various interests concerned and 
with the power to call in five other members if necessary to study 
this question and see if a compromise amendment cannot be agreed 
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upon? If such a committee were appointed and woidd work together 
on this subject for two or three months^ it would at least begin a 
course of mutual education that could hardly fail to prove profit- 
able. 

Personally I sjmipathize deeply with the frequent expressions 
that we have heard tonight to the effect that all constitutional re- 
straint on this point is mistaken and in the long run does more harm 
than good. The best constitutional clause that I know of is found 
in the simple sentence: "Taxes shall be imposed according to law." 
But that represents a larger step than can be taken at the present 
time in most states. People who argue for complete legislative 
freedom forget that this question of a constitutional amendment is 
not a question of political theory. It is a question of practical poli- 
tics. Great and important interests have been built upon these con- 
stitutional limitations. They will not see the foundation removed 
without a vigorous struggle, and the proposal to remove all the founda- 
tion at once invites its own defeat. 

Perhaps I ought to say also that the National Tax Association 
is not now recommending any particular form of constitutional phras- 
ing on this subject. A few years ago the association did recommend 
a clause which has been read here tonight, but more recently the 
association has abandoned any propaganda of this kind. This change 
of attitude does not represent a belief that the constitutional clause 
in question is unwise. It merely represents the conviction of the 
association that its work should be educational. At present it con- 
ducts no propaganda. 

I personally am partly responsible for the appearance in the 
constitutional clause suggested here tonight of one of its sections 
which has been most criticised. That is the sentence reading: "No 
tax shall impose unreasonable or discriminatory burdens upon prop- 
erty or business." In the abstract I thoroughly dislike that clause 
myself. No one here believes more thoroughly than I that the cure 
for the evils of democracy is more democracy, that we must in time 
give more power to our legislators and that the only way they can 
acquire wisdom is by having and exercising the power to make mis- 
takes. I believe that just as deeply as anyone here. But the history 
of the past ten or twelve years has almost convinced me that it is 
desirable to go slow in this reform. Ten or twelve years ago most 
of the important interests in this country were in favor of classifica- 
tion. College men, most tax officials and most corporation attorneys' 
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who had studied this question were all in favor of classification. Since 
that time constitutional barriers have been abolished or reduced in 
several states, but in some of these the power of classification has 
been unwisely used. Nine out of ten people I believe would agree 
that the use made of the power of classification by the Minnesota 
legislature is an unwise use, when they tax mining property at 50 
per cent of its true value, city real estate at a lower rate and rural 
real estate at a still lower rate. Similarly, under the name of this 
reform there was introduced in Louisiana a set of amendments that 
must, I think, be regarded by any impartial outsider as fundament- 
ally unfair. In the State of New York, likewise, where there is no 
limitation on the power of taxation, the tax system has become so 
complex and illogical that many observers have been led to conclude 
that some constitutional pressure tending to preserve equality and 
uniformity would be, for a time at least, highly beneficial. The ques- 
tion before us, therefore, is not the abstract proposition, "Should the 
legislature in the long run have full liberty to control taxation as 
seems wise." The real question is this: With the corporations feel- 
ings as they do; with legislators so long habituated to constitutional 
restraint that they are not accustomed to wise use of power and 
responsibility in this connection; with business and other interests 
built up upon constitutional law as it has existed in the past; is it 
possible, is it desirable all at once, in one fell swoop, to confer un- 
limited power on the legislature? I am almost convinced, as stated 
before, that it is wiser to confer this power gradually. Moreover, 
it is probable that you can get a gradual movement in this direc- 
tion whereas you would fail in securing the radical departure which 
to most of us in the abstract seems more logical. Is it not better to 
take half a loaf than none at all? 

The proposed constitutional amendment read by Professor Cus- 
tis is of course capable of much improvement. I think the proposed 
amendment would be much improved and that several objections here 
raised would be met if it were modified to read as follows : 

"The power of taxation shall never be surrendered 
or contracted away. The legislature may confer upon po- 
litical subdivisions limited powers of home-rule in matters of 
taxation, but all taxes shall be uniform upon the same class 
of property within the territorial limits of the authority 
levying the tax, and classification of property for purposes 
of taxation shall not be unreasonably discriminatory ; provid- 
ed, however, that nothing ***, etc." 
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In conclusion it may be worth while pointing out with relation 
to the latter part of the proposed constitutional amendment that 
after considerable study in Wisconsin it was the opinion of many 
of our best lawyers that if we wished to introduce progressive income 
taxation, it would be necessary to obtain specific constitutional au- 
thority. Objections have been made tonight to the specific authoriza- 
tion in the constitution of progressive inheritance taxes. I know 
practically nothing of the status of inheritance taxation in the State 
of Washington or of the interpretation of its constitutional phrases 
relating to taxation. But if it is desired to introduce progressive 
income taxation here, it seems to me that it would be a wise thing 
to provide for it specifically in the constitution. Moreover, I believe 
that that part of the proposed constitutional amendment might help 
secure votes, and after all that is an exceedingly important consid- 
eration. 

Professor Charles J. Bullock: It is very difficult for an outsider 
to come into any state and advise as to the details of a constitutional 
amendment. I can, however, state what my experience has been and 
some conclusions to which I have been led by that experience. 

We started in Massachusetts in 1907 to try to amend our con- 
stitution in such a manner as to permit classification, and we started 
with a very simple amendment which I drew. It was simply to the 
effect that the legislature shall have power to impose reasonable taxes, 
and to classify. the objects of taxation in a reasonable manner. That 
was all that was in it. We found within twelve months that we 
were accused upon the one hand of proposing an amendment that 
would enable the rich people of the state to take all the taxes off 
of their shoulders and put them upon the poor, and on the other 
hand we were accused of proposing an amendment that was designed 
to permit the poor to confiscate all the property of the rich. That 
was a fine position in which to find yourself, after you had under- 
taken for twelve months to educate the people of your state. Then 
we found, in the second place, that it was a very difficult thing to 
explain to the average fellow in the legislature and to the average 
man in the street just what classification meant, and as a result of 
considerable longer period of time devoted to the attempt to educate 
the people upon the subject of classification, we found that we made 
very little headway, that that word was a very unhappy one to use 
in our constitutional amendment, and we have later decided to drop 
it. We found that life was too short to undertake to explain to the 
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average man who is not an expert on the subject of taxation and 
has more or less suspicion of any movement to change existing taxa- 
tion laws, just what classification meant. 

Therefore, we have undertaken in recent years to propose spe- 
cific things. In 1911 and 1912 we got through an amendment which 
did not use the word classification at all, but provided that the 
legislature might adopt in the taxation of wild and forest lands such 
methods of taxation as would serve to develop the forest resources 
of the commonwealth. That thing went. It is very easy to get 
conservation through in a state where you haven't anything to con- 
serve, as we have not. 

Now, it is one thing to have a constitution in which there is no 
provision whatever about taxation, and no limitation upon the power 
of the legislature, and it is quite another thing to take out of a con- 
stitution a provision providing for equality in taxation and uniformity 
and throw the door wide open. For the moment you take out of 
the constitution the provision for uniformity and equality you are 
immediately met with the claim that the people of the state in their 
sovereign capacity have decided that they do not want equality any 
longer, and that the thing for the legislature to do is to levy taxes 
that are not uniform and are not equal. By striking out such an 
amendment from a constitution that your people have long been 
accustomed to, you do not merely untie the hands of the legislature; 
you take action which can be construed as a popular mandate in 
favor of abandoning the attempt to secure uniformity and equality. 
In my opinion, the people of the average American commonwealth 
believe in uniformity and equality in taxation. They do not indeed 
believe in an iron rule of uniformity which in practice does not pro- 
duce uniformity, and produces inequality. They can be taught that 
such an iron rule does not accomplish the object at which it aims. 
But they believe in real substantial equality in taxation as in other 
governmental affairs, and if you submit to the people of the average 
state an amendment which simply strikes out the provision relating 
to equality you will presently encounter the objection that this amend- 
ment gives sanction to the idea that the people of the state are vot- 
ing against equality in taxation, and you encounter an obstacle that 
is very likely in the average state to defeat your amendment. Strik- 
ing out such a provision is not merely untying the hands of the legis- 
lature. It is taking action which can be construed as having the 
very definite intention of doing away with the idea of real and sub- 
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stantial equality in taxation. In a democratic government we have 
after all to take things as we find them, and the experience of various 
states during the last five or six years has about convinced me that 
it is going to be very difficult in the average state to get through a 
provision which takes out of the constitution all reference to equality 
and uniformity. 

In my opinion the best thing that can be done in the average 
state is to adopt the Pennsylvania provision that taxation shall be uni- 
form upon the same class of property, or add that they shall be lev- 
ied for public purposes only, which is of course good. To say that 
the power of taxation shall never be surrendered or contracted away 
does no harm. In this amendment the reference to income and in- 
heritance taxes is probably bad, unless, as in Pennsylvania, your court 
holds that you can not levy a progressive inheritance tax. Pennsyl- 
vania recently desired to levy, or the legislature of Pennsylvania 
recently desired to levy, a progressive inheritance tax, and the opinion 
there was strong that such a tax would be unconstitutional under 
the provision that taxes should be uniform upon subjects of the same 
class. Therefore, an amendment was adopted by the legislature and 
submitted to the people at the last election — I do not remember 
whether it provided that all taxes might be progressive, or merely 
provided that a progressive inheritance tax should be levied — and the 
people rejected it. 

It is not a matter of untying the hands of the people; it is a 
matter of the people untying the hands of the legislature. You want 
to remember that for a very long period of time the American people, 
the voters, have not had unlimited confidence in their legislatures, 
and they have not desired to untie and to set at perfect liberty the 
hands of the legislature. I remember in 1908 or 1909 I had a long 
interview one night with the most astute democratic politician in 
the state and the leader of the democratic minority. He was a man 
that we had to convince, because our constitutional amendment had 
to have a two-thirds vote in the house of representatives, and un- 
less we could get this gentleman we were done for. I labored with 
him a long time and finally said: "Well, Mr. X., aU we want to do 
here is to untie the hands of the legislature." He said, "Professor, 
you are an expert on taxation, but I want you to understand that 
I am an expert on the legislature. You don't understand them fel- 
lows, they would do anything." 

Now, we have found not only that our people are not anxious 
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to untie the hands of the legislature, but that a great many of the 
best men in the legislature are not willing to untie the hands of 
the legislature. Not only my friend to whom I have referred, but 
other men of a totally different description have said, "Professor, 
this legislature is not fit to be trusted with unlimited power over the 
matter of taxation. Every year they have to deal with eighty or 
ninety different propositions to change our tax list. They are sub- 
ject to all kinds of pressure. They are only men of average intel- 
ligence at the best. This is a difficult subject about which expert 
opinion is usually needed, and we will never vote for a provision 
that substantially unties the hands of the legislature.'' 
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Appendix 

This is a proposed amendment to be submitted by the state tax 
commission to the next legislature: 
AN ACT to amend Article VII of the Constitution of the State of 

Washington, relating to assessments and taxation. 
Be it enacted hy the Legislature of the State of Washington: 

Section 1. That at the general election to be held in this state 
on the Tuesday next succeeding the first Monday in November, 1916, 
there shall be submitted to the qualified electors of this state for their 
adoption and approval an amendment to Article VII of the Constitu- 
tion of the State of Washington, by substituting in lieu thereof the 
following, to be known as Article VII of the Constitution of the 
State of Washington: 

ARTICLE VII 

Section 1. The power of taxation shall never be surrendered, 
suspended or contracted away. No tax shall be levied except in 
pursuance of law. Taxes shall be levied and collected for public pur- 
poses only, and no public funds shall ever be appropriated or ex- 
pended except for strictly public purposes. 

Section 2. Taxes shall be uniform upon the same class of sub- 
jects; provided, however, that taxes upon incomes, privileges, collat- 
eral, and direct inheritances, legacies and successions may be gradu- 
ated and progressive. 

Section S. The property of the United States, and of the state, 
counties, school districts, cities, towns and other municipal corpora- 
tions, and all public debts as evidenced by the bonds or warrants of 
the State of Washington, or any of its legal subdivisions, shall be 
exempt from taxation; and the property of educational, charitable 
and religious associations or institutions, public libraries, public 
museums and public cemeteries, used or held exclusively for such 
purposes and not for profit, and any other class or classes of property 
may be exempted from taxation by proper legislation. 

Section 4. All municipal corporations may be vested by law with 
authority to levy and collect taxes for all corporate purposes ; and the 
corporate authorities of cities and towns may be vested with the power 
to make local improvements by special assessment or by special tax- 
ation of the property benefited. 
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Taxation of mineral lands — Joseph Daniels 80 

Taxation of municipal public service companies — Norwood W. Brookett 132 

Taxation of natural resources , 36 

Taxation of public utilities — ^H. M. Stephens 125 

Taxation of railways , 131 

Taylor, L. D. — The Vancouver system 148 

Tide-lands 96, 99, 101 

Timber, Taxation of growing 66 

Tonnage tax 86 

University tract, lease of 102, 105 

Valuation 81, 89, 117, 123, 128, 132, 1S8, 215, 248 

Value of output. Tax on 85 

Vancouver system — L. D. Taylor 148 

Virgin timber, taxation of 46 

Yield tax on timber-land 49, 54, 56, 62, 66, 68 



Publications 
The j^ension Division 



UNIVERSITY EXTENSIOSr JOURNAli. A qnarterly maKBSlne for pabllsli- 
liiK material of pnbllc Intereat, extensloii material, and for keeplns 
the Unlveralty In communication with its iridenins conatltnency. The 
Journal la »ent to public llbrarlea, high achool llbrartea, and many 
other places where it wUl be acceaalble to the public. IndividnnU 
may obtain it for ten cents a copy. Features of the first number (Jan- 
uary, 1914) were "Seaport Studies" by Charlea B. Fowlerj of the sec- 
ond number (April, 1914) articles on public health and sanitation by 
Professor E. J. McCaustland and others » and of the third number 
(Jnly, 1914) "A Surrey of the Blaine Public Schools" by Professor 
Herbert G. Iinll and others. 

ADMINISTRATIVE BtJIiliETINS 

PHEILIMINAHY ANNOUNCEMENT. The first publication of the Ehctenalon 
Division. BeeinnlnKS, purposes, and plans. No. 1. Pp. 48. (Out of 
print.) 

DEPARTMENT OF INSTRUCTION. Revised statement of scope and meth- 
od of work and courses of study oflered by the Extension Division. 
Published November, 1912, still In use, but modified by later announce- 
ments. No. 5. Pp. 36. 

ADMINISTRATIVE ANNOUNCEMENTS of the Extension Division are now 
made in Circulars of Informiatlon, of which there are now in use the 
following: General Circular, Bureau of Municipal and Zjcglslative Re- 
search, Bureau of liectnres. Bureau of Debate and Discussion, and cir- 
culars describing the Extension work in English, Forestry, Home Eco- 
nomics, Journalism and Printing. 

DEBATE AND DISCUSSION 

A MANUAL FOR DEBATERS. Designed for practical, everyday use by 
debaters and debating organizations. Treats of the valne of debating, 
organization for debating, and the principles of debating. Appendix 
contains a list of propositions for debate and a bibliography of debate. 
No. 8. Pp. SI. Price, 15 cents. 

STATE ROADS AND PERMANENT HIGHWAYS, No. 3. Pp. 16. 

THE RECAIX. OF JUDGES. No. 4. Pp. 16. 

THE SINGLE TAX. No. 6. Pp. 16. 

IMMIGRATION. No. 9. Pp. 20. 

The four last mentioned bulletins are outlines for debate, with bib- 
liographies. Material is ready for publishing outlines on Government 
OirTnership of Telegraphs and the Minimum Wage. 

TAXATION OF LAND VALUES, a bibliography. 

JOURNALISM 

THE MAKING OF A NEWSPAPER. Addresses at the first newspaper In- 
stitute at the University, January, 1913. No. 7. Pp. 120. Price, '26 
cents. 

THE BETTER NEWSPAPER. Addresses and dUcnssIons at the second 
newspaper Institute at the University, January, 1914. No. 10. Pp. 181. 
Price, 30 cents. 

These two pubUcatlons are valuable practical manuals of newspaper 

work, from the experience of many men. 

SUPPLEMENTARY LECTURES IN JOURNALISM. Addresses on various 
phases of newspaper work by active newspaper men before the De- 
partment of Jonmalism, 1913-1914. No. 11. Pp, 83. Price, 25 cents. 

OTHER BULLETINS 

'=^.o^e^S^teVe??de«„^-'i-^,-,^^^^^^ «* *^' 

Washington, Seattle. utrector, Extension Division, University of 



University of Washington 

Founded in 1861 

The university is a part of the system of public education of the state 
of Washington. It is located on a campus of three hundred and fifty-fire 
acres lying between Lakes Union and Washington in the city of Seattle^ 



Its organization comprises the following colleges, schools, and di- 
Tisions: 

THE COLLEGE OF LIBERAL ARTS 

THE COLLEGE OF SCIENCE 

THE COLLEGE OF ENGINEERING 

THE COLLEGE OF MINES 

THE COLLEGE OF FORSTRY 

THE COLLEGE OF PHARMACY 

THE SCHOOL OF LAW 

THE SCHOOL OF EDUCATES 

THE GRADUATE SCHOOL 

THE DIVISION OF FINE ARTS 

THE EXTENSION DIVISION 

THE PUGET SOUND MARINE STATION (in cooperation with 
other institutions). 

THE SUMMER SESSION 



Requests for bulletins relating to any of these coUeg. |, schools, or 
divisions, except the Extension Division, and all credentials and corre- 
spondence relative to admission or advanced standing, should be ad- 
dressed to THE RECORDER, University of Washington, Seattle, Wash- 
ington. 



